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STUDY OF THE OPERATIONS OF THE MARITIME ADMIN- 
ISTRATION AND THE FEDERAL MARITIME BOARD 


WEDNESDAY, FEBRUARY 2, 1955 


Houser or ReprEsENTATIVES, 
CoMMITTEE ON MercuantT Marine AND FISHERIES, 
; Washington, D.C. 

The committee met at 10:30 a. m., pursuant to notice, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The Cuatrman. The committee will please be in order. 

For the benefit of the press, you may have noticed my statement 
before the Rules Committee with respect to the 50-50 discussion that 
was brought out in the article in the Washington Post. The com- 
mittee has decided in conference this morning that we will defer that 
matter until our staff has had sufficient time to confer with the De- 
partment of Agriculture and the Chairman of the Maritime Admin- 
istration, and others, to determine just what course we shall proceed 
upon. 

With that statement, we will proceed to hear the Chairman of the 
Maritime Administration, as scheduled. 


STATEMENT OF LOUIS S. ROTHSCHILD, CHAIRMAN, FEDERAL 
MARITIME BOARD, DEPARTMENT OF COMMERCE, ACCOMPANIED 
BY WALTER C. FORD, DEPUTY MARITIME ADMINISTRATOR 


Mr. Roruscnitp. Mr. Chairman, on behalf of the Federal Mari- 
time Board and the Maritime Administration, and our staffs, I should 
like to say to you and the members of the committee that we welcome 
this opportunity to come before you, and to give you in as much detail 
or as briefly as you wish the functions and operations of the two 
bodies, with the thought that it will present us with an opportunity 
to give you an idea of what we do and with the further thought that 
perhaps it will establish a means of making future hearings more con- 
venient for everyone concerned. 

The United States Government has had a long and deep interest in 
shipping. Prior to our involvement in the First World War, there 
was set up, under the 1916 act, the beginning of what has developed 
into the Federal Maritime Board and the Maritime Administration. 
In this interval of time, this governmental organization has been 
known under various names. But it has been a continuing interest 
that the Government has had, dating back prior to the enactment of 
the 1916 act. 

At the present time, and dating since the Reorganization Plan of 
1950, plan 21, which was instituted by President Truman, the United 
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States Maritime Commission was succeeded at that time by the Fed- 
eral Maritime Board and the Maritime Administration. 

The present members of the Maritime Board are: Mr. G, Joseph 
Minetti, of New York; Mr. Ben Guill, of Texas; and Louis 8S. Roths- 
child, of Missouri. I am the ¢ ‘hairman of the Board and ex-officio, 
since having been designated Chairman by the President, I am also 
the Maritime Administrator. 

Our staffs, in general, serve both organizations, with a few excep- 
tions. There are a few people who have duties which serve solely 
the Board. 

In order to give you an idea of the scope of our operations, I will 
give you in brief form the functions of the two bodies. The Federal 
Maritime Board performs these following functions independent of 
the Secretary of Commerce. 

I neglected to say earlier, Mr. Chairman, that in Reorganization 
Plan 21, the Maritime operation became a part of the Department of 
Commerce, and has continued since that time. 

The Cuarrman. Let me interrupt you a moment. This chart that 
you have over here, is that in connection with the statement you are 
making now ? 

Mr. Roruscuiip. Not quite yet, sir. 

The Cuarrman. I will want you to get up to the chart and show 
us what you are talking about when the time comes, so we can follow 
you. 

Mr. Roruscuitp. Yes, sir. The Federal Maritime Board has regu- 
latory functions under sections 14 to 20, inclusive, and 22 to 23, in- 
clusive, of the 1916 act. It has regulatory functions under the Inter- 
coastal Shipping Act of 1933, as ‘amended. It has the making, ap- 
proval, suspension, modification, or annulment of rules and regula- 
tions affecting shipping in the foreign trade under section 19 of the 
1920 act. It has the power of investigating discriminatory rates and 
other allied matters in the foreign trade, and recommending legisla- 
tion to correct them under section 212 (e) of the 1936 act. It has the 
power to require the filing of reports under section 21 of the 1916 
act, as they relate to the above items. 

Additionally, the Federal Maritime Board performs the following 
functions guided by the general policies of the Secretary of Com- 
merce. It has the making, amending, and terminating of subsidy 
contracts, that is, contracts for construction, reconstruction, or recon- 
ditioning of vessels, the sale of vessels to subsidy applicants, payment 
of construction subsidy, and national-defense features and payment of 
operating subsidy, including hearings and determinations antecedent 
thereto under titles 5 5, 6, and 7 7, and sections : 301, 708, 805 (a) and 805 
(f) of the 1936 act. It makes changes in such determinations under 
section 301, readjustments of operating cost differentials under sec- 
tion 606 and has the approval of the sale, assignment, or transfer of 
operating subsidy contracts under section 608. 

The determination of essential trade routes and their overall re- 
quirements, under sections 211 (a) and (b) was left to the Secretary 
of Commerce and is now delegated to the Maritime Administrator. 
It has the power to investigate and determine relative foreign and 
domestic construction and operating costs and foreign subsidies under 
sections 211 (c), (d) and (e), of the 1936 act. 
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The functions under section 12 of the 1916 act includes investiga- 
tions and reports on relative costs and on marine insurance. It re- 
quires the filing of reports under section 21 of the 1916 act as they 
relate to 1 to3 above. It adopts rules and regulations, makes reports 
and recommendations to Congress, subpenas witnesses, under sections 
204, 208, and 214 of the 1936 act, as related to Board functions under 
Reorganization Plan No. 21, previously referred to. 

Additionally, the Federal Maritime Board performs these fune- 
tions: 

It conducts hearings, makes determinations, certifies findings, and 
conducts reviews relating to charters under the 1946 act as amended 
by Public Law 591, 81st Congress. 

Pursuant to Public Law 763 of the 81st Congress, it makes —_ 
minations of the values of ships insured under title 12 of the 1936 
act. It approves limited lability mortgages for passenger vesse se in 
connection with mortgage insurance under title 11 of the 1936 act. 

Those functions are all functions of the Maritime Board. 

The Maritime Administrator, who heads the Maritime Adminis- 
tration, performs the functions vested in the Secretary of Commerce 
by section 204 of Reorganization Plan No. 21, other than the authority 
to establish general policies for the guidance of the Federal Martime 
Board under section 105, and by the statutes referred to in Reorgani- 
zation Plan 21, including amendments to such statutes. ‘These are 
the functions of the former Maritime Commission not transferred 
to the Federal Maritime Board. 

The Maritime Administrator also performs certain functions not 
previously vested in the Maritime Commission. The Maritime Ad- 
ministrator’s functions include the following: 

Making determinations and taking all actions involved in adminis- 
tering, other than amending or terminating, subsidy contracts, except 
for sections 301, 606, and 608 functions vested in the Board; the con- 
struction of vessels for subsidized operators and the construction, re- 
conditioning, remodeling, and repair of vessels for Government ac- 
counts; the maintenance and preservation of vessels in the national 
defense reserve fleet; the purchase, charter, sale, transfer, and ex- 
change of vessels, and the adjustment of prices for prior sales; the 
requisition and operation of vessels; the insurance of loans and mort- 
gages for the construction, reconstruction, and reconditioning of ves- 
sels; the payment of the cost of national-defense features and giving 
mortgage aid to nonsubsidized vessels; the acquisition of vessels in 
exchange for allowances of credit on new vessels; the granting of ap- 
provals under sections 9, 37, and 41 of the 1916 act, the remission and 
mitigation of forfeitures thereunder and the approval of surrender 
of marine documents under the 1920 act; the training of officers and 
seamen for the merchant marine; the maintenance and operation of 
shipbuilding, terminal, and other properties; the regulation of con- 
struction reserve funds; the regulation of capital and special reserve 
funds of subsidized operators. 

The Maritime Administrator makes surveys, investigations, studies, 
determinations, keeps current records, cooperating and collaborating, 
establishing liaison and making recommendations to Congress and to 
the Interstate Commerce Commission under sections 210, 211, and 212 
of the 1936 act, and section 8 of the 1920 act, except as vested in the 
Federal Maritime Board. 
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He has the coordination of public and private forwarding agencies. 
He has the issuance of war-risk insurance under Public Law 763, Sist 
Congress, except for the authority reserved to the Secretary of Com- 
merce. He has the mobilization functions with respect to intercoastal, 
coastwise, and overseas shipping and merchant ship construction and 
repair. He represents the United States in dealing with shipping 
agencies of Allied Governments in matters related to the use of ship- 
ping, and he has the administration of certain phases of transporta- 
tion orders, T-1 and 'T-2 

This résumé will indicate, I am sure, that we are charged with large 
and substantial responsibilities, and that we find it quite easy to keep 
ourselves busy from day-to-day in the carrying out of the duties as- 
signed to us. 

I should like to indicate to you, as a matter of importance, how we 
stand with relation to other Federal agencies. I am told that asset- 
wise, Maritime is the largest single agency in Government outside 
Defense, and that our asset value of $ $51, ; billion exceeds any other non- 
military operation in the Government. 

We do all of this with a relatively small staff of people. We have 
somewhere around 3,000 people who do all of the work which I have 
read to you here, and in some areas we are perhaps undermanned. 

I should like, if I may now, to refer to the chart to show you how 
we have broken down the administration into various offices. I think 
we have some copies of that chart for your perusal. 

The Cuarrman. I wish you would pass them around to the com- 
mittee members. 

Mr. Roruscutip. We seem not to have brought them, Mr. Chair- 
man, [ am sorry. 

As I indicated to you previously, the staffs, in general, serve both the 
administration and the Board and, therefore, you will find the lines 
interconnected in such a way that. they do show both parts of that. 
These first 3 squares indicate the 3 members of the Federal Maritime 
Board, and the functions of the Board are supervised by the Ofiice of 
the Secretary of the Board, under whom operate the Hearing Exam- 
iners and the Regulation Office. 

At that point, the functions of the Board end except as the various 
staffs serve the Board in making their determinations. We hear a lot 
of cases, and, in common with other bodies of similar nature, the cases 
are heard first by hearing examiners, and then, on recommendation 
of the hearing examiners, » the Board concludes either to accept their 
recommendations as given, or to ask for additional information, or 
to hold public hearings, or whatever seems to be the proper thing to do 
at the time. 

The balance of this service is pretty much an administrative matter. 

The Maritime Administrator is ex officio in that office by reason of 
being Chairman of the Federal Maritime Board. 

In my immediate office there is a Deputy Maritime Administrator, 
the security officer, the maritime training officer, and the internal 
auditor. The deputy, of course, does a good deal of the work that 
I do, either in preparation or by delegation entirely on his own. The 
security officer need not be explained to you gentlemen, I am sure. 
The maritime training officer is the man who establishes the liaison 
between our Ac ademy at Kings Point and the State academies and 
the Administration here in W ashington. In our internal-audit setup 
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we have something which is relatively unique in Government. ‘There 
are people in other areas of Government who think it is quite a signifi- 
cant and important part of our setup. We have a small group of 
people whose job it is to go from one part of the shop to another to 
examine into whether or not the delegated functions and responsibili- 
ties of the various parts of the shop are being met as promptly, as 
efficiently, and as well as they should be. They report by written 
report tome. But, prior to rendering that written report, the person 
whose area has been investigated is given an opportuniy of comment- 
ing on the report so that we do not operate as a kangaroo court. 
Everyone has complete opportunity to justify or defend himself as 
necessary. 

The Merchant Marine Academy is directly under the Administrator. 

The Office of Comptroller and the Office of General Counsel serve 
both the Maritime Board and the Maritime Administrator quite 
largely on an every minute basis. In the Office of General Counsel 
we have three divisions—the Division of Litigation, the Division of 
Contracts, and the Division of Legislation. This particular office is 
headed by Mr. Clarence G. Morris, as general counsel. 

The Office of Comptroller has four divisions—the Division of 
Credits and Collections, the Division of Insurance, the Division of 
Audits, and the Division of Accounts. The auditing job in this office 
is of itself a tremendous operation. We have not only a staff of 
auditors here in Washington but we also have auditors in our three 
coast offices, to which I will refer in a few moments. 

We have a Public Information Office. We have a relatively new 
office which we call the Statistics and Special Studies Office. 

We found a year and a half or so ago that many of the different 
areas of our administration had a group of machine operators and 
statisticians and we found that there was some overlapping and some 
consequent inefficiency because of the overlapping. We took out of 
all of the rest of the Maritime Administration offices all of the statis- 
tical work and put it in one place. The result has been that we are 
now getting the information which we needed to get in much less time 
and its thereby becomes much more usable because it is so much closer 
to being current than it previously was. 

We have a Program Planning Office. Captain Ford, who now is 
our Deputy Administrator, headed that Program Planning Office for 
quite a while prior to his elevation to deputy. It is in the Program 
Planning Office in which we develop plans for ships some years hence, 
and in which we evaluate some of the ideas which come to us from 
inside and outside the Administration, and at which point we attempt 
to separate the possible from the impossible. 

We have an organization and Methods Office which is common to 
most governmental agencies and which I am sure needs no explanation 
to you. We have a Personnel Office about which the same comment 
can be made. We also have a Budget Office about which the same 
comment can be made. Budgets are ever with us, as you know. We 
are always working in relation to 3 budgets—the 1 under which we 
are operating, the 1 that we are preparing for immediate justification, 
and the 1 beyond that. So we have budget problems all the time. 

On the functional side, we have four very important offices. One 
is the Office of National Shipping Authority. That was a tremendous 
operation during the war, and it was through that office that all of 
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the Government-operated ships were supervised. It is now, of course, 
a very small office, and is on the bas is of a minimum standby strength. 
We know that we must be ready, come another emergency, to step 
back into a position similar to the one which we had in World War I, 
and again, on a more modest scale at the time of the Korean war. 
But that is now on a standby basis, and there are something less than 
100 people in that office today. 

The next is our Office of Government Aid. It is at that point that 
we do all the staff work necessary for the determination of subsidies 
of one kind or another. That is a very, very busy operation. It is 
in that office, also, that we make the trade-route studies, which is a 
big job in itself. 

Incidentally, you may be interested in knowing that in the existence 
of the setup under plan 21, prior to the current ‘administration, there 
had been only 3 or 4 trade-route studies completed in the whole time 
available to the people, and since we have been in there we have 
completed all of the necessary trade-route studies. 

The next and very important part of our operation is the Office of 
Ship Construction and Repair. Any ships built for Government 
account, which includes many of those built for the Navy, are 
handled by redelegation from the Navy in the Office of Ship Con- 
struction and Repair. We also do the repairing of vessels for Gov- 
ernment account in that office. We have, as you might have thought 
we would have, a Division of Estimates, a Trial and Guarantee Survey 
Board, a Division of Ship Design, a Division of Engineering, and a 
Division of Ship Repair and Maintenance. 

The last part of our operation, which is also common to very many 
governmental setups is an Office of Property and Supply, in which 
we have a Division of Purchase and Sales, a Division of Ports and 
and Facilities, and a Division of Office Services. 

Mr. Chairman, that is an outline of our functions and the manner 
in which we have divided our staffs in order to meet those functions. 
I could go into further detail at this time, but I think I have, in broad 
and bold strokes, indicated a pretty general as well as somewhat spe- 
cific outline of our operations. If you would permit me, I would 
suggest that we should like to now show you a manpower mobilization 
study which we have done on which so much of our operation is based. 
With your permission, I would like to suggest that Captain Ford 
might give you that information. 

The CuarrmMan. That is agreeable. 

Mr. Forp. I am Captain Ford, the Deputy Maritime Administrator. 

Before we start on the mobilization plans, Mr. Chairman, we would 
like to show you the location of our various activities throughout the 
country. The Office of the Administrator, of course, is in Washing- 
ton. We have a district office in New York called the Coast Director, 
the Merchant Marine Academy at Kings Point, the warehouse at 
Kearny, and the Reserve fleet activity. We have a warehouse in 
Baltimore, we have the Reserve fleet at James River, and an area 
representative and terminal warehouse in Norfolk. 

At Wilmington, we have a reserve fleet and also a reserve shipyard. 
At St. Petersburg there is an inactive training station. In New 
Orleans, we have a gulf-coast director, a warehouse, and a reserve fleet. 


We have a reserve fleet i in Mobile and a reserve fleet. at Beaumont. We 


also have an area representative at Galveston. 


i 
{ 
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On the west coast, at Seattle, we have an area representative head- 
quarters, and a reserve fleet at Olympia. At Astoria we have a reserve 
fleet. At Vancouver we have a reserve shipyard, and at Portland 
we have a purchase and sales headquarters. At Richmond, we have 
a reserve shipward; at Suison Bay there is a reserve fleet ; at Alameda 
there is a reserve shipyard, with the coast director being stationed 
in San Francisco. 

We have a foreign office in Tokyo, and we have a warehouse in 
Yokohama. (See Maritime Administration field installations chart, 

», 22.) 

The Maritime Administration is responsible for providing the 
merchant shipping to meet the Department of Defense mobilization 
plans. The plans which are approved by the Joint Chiefs of Staff, 
to execute a war, contain a merchant-marine shipping supplement. 
We are provided with the Defense Department requirements for 
merchant shipping in time of war. They include the ships now in 
being and the ships required to be built. It is necessary for Maritime 
to maintain a base. We have made up this next chart to indicate our 
efforts in maintaining what is considered a minimum of manpower in 
the shipbuilding industry in order to meet the mobilization require- 
ments of the shipyards on M-day. (See Marad shipbuilding employ- 
ment as related to ship deliveries chart, p. 23.) 

We have made this up to indicate the delivery of ships by quarters 
from 1948. Along the line running on this side of the chart, the 
left-hand side, we have indic ated the number of employees engaged 
in the shipbuilding industry, going from zero to 40,000. It has been 
indicated in the mobilization base, that in order to e xpand to meet the 
initial requirements of the Department of Defense for building ships, 
it is desirable to maintain a level of shipbuilding manpower of 36,000 
men. This curving line indicates the number of men who have been 
engaged in the shipbuilding industry since 1948. As you can see, we 
have never attained the level that the Department of Defense and the 
Joint Chiefs of Staff would like to see us achieve in order to expand 
in time of war. This 36,000 figure which they use for a base is used 
universally as a rule of thumb on a 12-to-1 basis. In other words, 
it is assumed that with a base of 36,000 men, you can expand and 
distribute your manpower in such a manner that for every man 
you have in the industry you can add 11 men and you will have your 
nucleus for shipbuilding. 

The other men come from various other industries, machinists, 
pipefitters, and so forth, who can be worked into this picture. We 
reached a fairly low point in 1948. ‘These ships which were delivered 
at that time were ships which had been on order at the end of the 
war. Then it tapered off to a lower point at the end of 1948. Then 
in 1949 we started getting deliveries of tankers. These deliveries 
are for private contract, merchant ships that are built to Government 
contract, and so forth. They do not include the Navy shipbuilding. 
That is entirely separate from the merchant-marine type ships that 
are delivered here. 

At the end of 1949 we reached the maximum number of deliveries. 
The number of ships is indicated on the far right-hand side of the 
chart, with the line running across the chart being a level of 15 ships 
per quarter. 
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Kach year is divided into quarterly deliveries. If we were to get 
the 15 ships delivered each quarter, we would be able to attain or sur- 
pass the 36,000 manpower base. We dropped down in 1950 to about 
10,000 men. At that time, a number of contracts were let, mostly for 

tankers, although there are a few other types in here. 

His light hatched line indicates passenger-cargo ships. Then 
there are refrigerator ships, dry cargo, ore carriers, and major 
conversions. 

So in the middle of 1953, about the middle of the second quarter, 
we had reached a level of about 22,000 men employed in the shipbuild- 
ing industry. As we received deliveries on the ships which were on 
order, the manpower picture took a decided drop. It has been drop- 
ping steadily from 1953 until the present time. 

On January 1, 1955, there were less than 6,000 men employed in 
shipbuilding, which is an alltime low. 

The period shown as 1956 and 1957 indicates the shipbuilding now 
in progress. Again, red is tankers and the other markings are for 
dry cargo, passenger cargo, and major conversions. 

This dotted line running across the right-hand side of the chart indi- 
cates the expected rise in manpower due to two causes: First, the 1955 
program which was approved by the last Congress. That provides 
funds for the construction for Moore-McCormick of 2 passenger- 
cargo ships; for the Grace Line, 2 passenger-cargo ships, the conver- 
sion of 4 Mariners for APL. It includes the trade-in-and-build pro- 
gram which, to date, we only have contracts for three ships, but which 
we expect to increase during the remainder of this year and next year. 
Our next year’s program, ‘which is also contained in this estimated 
increase, and for which the budget has already been submitted, in- 
cludes 2 APL passenger-cargo ships, 5 replacement cargo ships, 2 
conversions of Mariners for “Oc eanic, and minor conversion of the 
Wilson and the Cleveland for APL. 

That is all private building except for construction subsidy. We 
propose to build for Government account one 16-knot austerity cargo 
ship, one 18-knot AKA, and one high-speed tanker. 

The trade-in-and-build program contemplates the building of 10 
new tankers, and the trade-in of 20 T-2 tankers. The research and 
development program contemplates the conversion of an additional 
Liberty ship, and the construction of a gas-turbine-powered tug. 

The next chart, I think, might be of interest in that it indicates the 
number of shipbuilding ways that are now available, and the ship- 
building that is taking place at the present time. The first item indi- 
cates the number of ships. There are a total of 44 ways in the country, 
which are available at the present time for the construction of mer- 
chant ships of over 400 long tons. (See Maritime Administration 
shipyard mobilization base chart, p. 24.) 

The Bethlehem Steel vard, at Quincy, has 7 ways; Bethlehem, at 
Sparrows Point, 7 ways; Bethlehem, Pacific Coast, San F ‘ancisco, 
2 ways; Ingalls, 1 Pascagoula, Miss., 6 ways; Newport News, 7 ways; 
New York Shipbuilding, a at Camden, N. J., 7 ways; Sun Shipbuilding, 

8 ways. The red marks indicate the ways that are now occupied 
in shipbuilding. 

This also ties into the manpower base. In order to maintain the 
manpower base, it is necessary to keep these ways reasonably well 
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occupied. This middle table indicates the total number of existing 
ways, and the ways that are not now considered active require a 
certain amount of rehabilitation. They are maintained by the private 
shipyards. The ways indicated here need cranes or other equipment 
to put them in complete operating condition. But by and large they 
are available on mobilization. 

The chart at the top indicates the private-y: ae expansion to meet 
mobilization requirements. In other words, it will be necessary to 
construct some ways in order to meet our mmobilizati ion requirements. 
On the right-hand side of this same chart, we have the shipbuilding 
ways that are maintained in reserve. On this side is the maritime 
reserve, the ways which are maintained by Maritime. At the bottom 
are the yards maintained by GSA and which are in the national 
industrial reserve. 

The Maritime ways are Wilmington, N. C.; Vancouver; Richmond, 
Calif.; and Alameda. The ways that are in the national industrial 
reserve are at Tampa, Panama City, Fla.; and New Orleans. 

The center chart indicates the existing ways which would require 
some rehabilitation but which are in existence and which could be 
made usable. It is desirable to spend a certain amount of money on 
these ways at the present time in order to bring them to a state where 
you could use them on mobilization. 

The table at the top indicates, generally, though not accurately, 
the number of ways, additional ways, that are needed to fulfill mobili- 
zation requirements. This calls for building a certain number of 
additional ways at new sites other than those that are presently in 
existence. To this end, we survey various areas and try to make a 
determination of the site that could be used in the event we mobilize. 

The next chart I would like to show you is merely for the purpose 
of indicating the lag time required in laying a keel from the time 
the contract is let, and also shows the reasons for the lag. The top 
line is the month after the contract is let. It takes 3 months after 
letting a conract before you can start laying down the carbon steel. 
You can lay down 55 percent of that by the end of the ninth month. 
Most of this is your base plate and is required for building the hull. 
The remainder of the steel is placed on order when the contract is 
let, and it takes 15 months to complete delivery of the steel required 
to complete the ship. (See Mobilization program chart, p. 25.) 

Concerning boilers, they start building them, the boilers and boiler 
parts, about ‘the middle of the 1st month, and they are available in 
the middle of the 13th month. The limiting factor in any shipbuilding 
program is the availability of turbines and gears. You start building 
your turbines in the middle of the second month, and in peacetime 
it takes until the middle of the 16th month to get delivery. This is 
also true of your turbogenerators, your condense1 “rs, and your blowers. 
They are your critical items in any shipbuilding program, and they 
are the critical items on mobilization because of the lack of turbine 
and gear facilities throughout the country. The country is only 
geared for a peacetime shipbuilding program, and in order to even 
approach mobilization requirements for shipbuilding, it is necessary 
to build additional turbine and gear facilities. 

The other items such as your feed pumps, distilling plants—you 
get those about the 15th month. 
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Then your deck machinery, your deck switch gear and motors and 
controls will be received about the 15th month. 

The chart at the lower part shows the time for delivery of these 
materials in a mobilization re This is based on the building 
of a Mariner-type ship. If we are able to design and build a prototype 
which can be used for sstilantion purposes, we can shorten this time 
by probably as much as 2 months. Here, again, you are limited in 
the time in which you can build a ship, because you do not get your 
turbines and gears, and your turbogenerators, until the middle of the 
10th month, even though they start building ‘them the middle of the 
lst month. 

That, in general, presents the mobilization problem, the mobiliza- 
tion base problem, and the reason why we attempt to keep a certain 
shipbuilding base in the country to meet our wartime requirements. 
The main difficulty in trying to attain or maintain such a base is 
that when you drop down to a figure such as 6,000 in the shipbuilding 
industry, you lose many of your skills that are absolutely essential 
to your mobilization base. It takes a considerable amount of time 
to build it up again. They go into other industries, and you have 
to train them all over again. I am speaking of people such as your 
molding loft men, the people who lay the keel, and various other 
specialties which require a specialized type of training. 

I have another chart now which I would like to present to you. 

(See Shipbuilding in United States shipyards since World War 
JI chart, p. 29.) 

Briefly, I have now gone over the mobilization requirements, and 
the shipbuil ling situation. I would like to indicate the situation as 
it exists today in the maritime shipbuilding industry. 

There are at the present time under construction, in private Amer- 
ican shipyards, a total of 16 ships. Twelve of these are for Govern- 
ment account. There are 4 Mariners, 2 reefers, 4 tankers, and 2 
Liberty-ship conversions. There are being built for private account 
in U nited States yards four ships. 

The CuarrMan. What are the ships for private account ? 

Mr. Forp. I do not have them listed here. One of them is for Sin- 
clair,a tanker. Two are for Cities Service. 

The Cuarrman. That is all right, Captain. I would like for you 
to supply that at this point in the record, with the type and speed 
of the vessel. (Answer on p. 30.) 

Mr. To.tterson. Did you say there are 16 ships under construction 
in the United States? 

Mr. Forp. Yes, sir. 

Mr. Totterson. Where does that put us worldwide? What position 
does that put us in? 

Mr. Forp. Worldwide, I think we dropped from 8th to 12th during 
the last year. 

Mr. Totuerson. Is there a 13th place? Mr. Allen wants to know. 

Mr. Rogerson. There are more dice, actually, than 16 ships; are 
there not? You are not including Navy ships? 

Mr. Forv. There are only 16 merchant-type ships Leing built in the 
private yards on the ways indicated. 

Mr. Ropeson. Does that include those built for private account that 
are not built under the maritime program ? 


; 





se cnt tt 





MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD |] 


Mr. Forp. The 16 includes private account. There are only four 
now being built to private account. 

The mobilization plans to meet the M-day requirements call for 
a certain number of ships to be made immediately available to the 
Department of Defense, and a certain number of ships to be built. 
It is a fact that at the present time our active merchant fleet comes 
clone to meeting our initial mobilization requirements. Our active 
United States flag seagoing merchant fleet as of January 1 totaled 
1,243 ships. This active United States fl: ag seagoing merchant fleet 
is augmented by the “4 itional-defense reserve fleet, which is located 
in the various areas I indicated on the United States chart a few 
moments ago. 

(See Total ships in reserve fleet chart, p. 26.) 

The present reserve fleet numbers 2,067 ships, of — 158 are 
miscellaneous types, 165 are C-type ships, 260 are Victory-type ships, 
and 1,486 are Liberty-type ships from World War II. 

The ships indicated in the upper area are, in general—in fact, all 


of them—capable of making speeds of 15 knots or better. Fifteen 
knots is the speed which is considered essential for wartime opera- 
tions, which is considered the safe speed at which they can run in 


convoy. The minute you add one of these slower ships to a convoy 
of 15-knot ships you slow the convoy down to the speed of the slowest 
ships. All of these ships are necessary to national defense. In faet, 
there is a shortage of cargo ships and tankers to meet our mobilization 
requirements. Any losses which are suffered in the faster ships have 
to be augmented from the reserve fleet. 

As you can see, there are very few that are available to make up 
the immediate losses. We have to fall back on the Liberty ships which, 
by all standards, are considered completely unsatisfactory. However, 
they are the only ships we have which can meet the numerical require- 
ment. For this reason, we have attempted in Maritime to devise a 
program which will determine the soundness of rebuilding or reclaim- 
ing these ships on such a basis that they can be made usable in time 
of war. This is included in the program which was started iast year 
and which is to be continued this year. We will not know the results 
of that program until we actually have the ships in operation and 

can test them out. If feasible, a number of these ships could be con- 
verted on mobilization. Our present plans call for converting 1 to 
steam turbine, 1 to diesel, 1 to gas turbine, and 1 to a combination of 
gas turbine and free piston. It combines a modernization program 
with a research and development program. 

On the basis of that program, it may be possible to modernize some 
of these ships so that they could be used in an emergency, or in an 
emergency that we could stockpile the machinery to convert some of 
these ships. The best way of renovating the reserve fleet is by an 
orderly construction program to replace the ships in the present active 
United States merchant fleet by private account wherever practicable, 
by Government account where not practicable, and to gradually re- 
place this large group of Liberty ships with ships which are now in 
the active fleet and capable of 15 knots which may only have 1 or 2 
years’ life left in them, but which would be completely acceptable in 
an emergency. 

The Cuarrman. Let me interrupt you just a minute. We see a very 
cotngpished former member of this committee coming into this room, 

58193—55——2 
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and we would like to invite him up here to sit with us. We are feeling 
our way here. We have had the Chairman of the Maritime Adminis- 
tration. 

Would you please come up, Mr. Shelley ? 

I want to find something out from the committee. This may be 
trying a point, but I would like to find out whether the committee 
would rather interrupt at points to ask questions that may be in your 
mind, or whether you would rather call the captain back after he 
finishes, and save your questions. I want to get as much out of this 
as I can get. There are some things that I have thought of. I do 
not know which is the best way to do. When we finish this today, if 
we go through it today, maybe we will get an idea on this. It is con- 
templated that others who head up different sections of the Maritime 

Administration will come from day to day. I would like to have an 
expression from the committee on whether you would rather inter- 
rupt as we go along and ask a question that you think of, or whether 
you would rather wait until the end. 

What is the committee’s pleasure ? 

Mr. Totterson. Mr. Chairman, there are a few questions that I 
think w 7 be well to be asked as the witness goes along. For in- 
stance, I did not hear him mention the speed of the Liberties. 

Mr. Forpv. The Liberty ships are capable of about 10 or 1014 
knots. 

The Cratrman. I would like to hold the questions down instead 
of getting into discussions. I would like to hold it just to a question 
and ananswer. Weare going to have this compiled so you can refresh 
your memory. 

Mr. Allen? 

Mr. Auten. I would suggest, Mr. Chairman, that each one who 
makes a presentation go through a subject and at the end of the sub- 
ject before taking another one we have an opportunity to question 
on that subject. 

The Cuarrman. All right. Then if there is some sharp question 
like the question of speed with respect to the bulk of the reserve vessels, 
we will stop. 

You may proceed, Captain. 

Mr. Forp. I think I have about covered the subject in general. 

The Cuairman. Have you finished with your general statement ? 

Mr. Forp. Yes, sir. 

The Cuatrman. I am interested in the reserve yards. You have a 
chart on reserve yards. Would you turn back to that a minute? These 
are the yards that were used during World War II, and which were 
retained as standby emergency yards? 

Mr. Forp. Yes, sir. 

The Carman. Sometime ago I visited 1 or 2 of the yards. What 
are their physical conditions today, and what is required to maintain 
them as they are? Pick out 1 yard that you are familiar with. Since 
I have asked the question, how about the Wilmington yard ? 

Mr. Roruscuiwp. Mr. Chairman, perhaps I can do that. I have 
been there more recently than Captain Ford. 

The Cuarrman. I saw in the paper you were down there. 

Come right up, Mr. Chairman. This is an interesting item, because 
it is reserve for national defense in the case of emergency. 
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Mr. Rornscuitp. The yard at Wilmington was built, as were some 
other wartime facilities, with materials which were designed to last 
only a limited length of time. They have lasted perhaps even longer 
than they were designed to last. But in the case of the launching ways, 
and the piers at Wilmington, the wooden parts of the structures are 
completely gone. They are not only in dangerous condition so far as 
walking about them is cone erned, but they constitute, additionally, a 
fire hazard because parts of them could be ignited. Bits of them are 
dropping into the water from time to time. In the postwar period 
there have been built around the Wilmington yard several private oil 
installations, anyone of which presents an additional fire hazard from 
ignited wood, if it happened to have a fire. 

The CuarrmMan. That is at Wilmington, N. C.? 

Mr. Roruscuinp. Yes,sir. In fact, it isso bad, Mr. Chairman, that 
when I was there walking around the property, I fell through the deck 
of one of the piers and was very fortunate in having somebody behind 
me catch me, or you might have had a new Chairman by now. 

The Crairman. I see. Go ahead with that, and tell us what you 
have in mind. 

Mr. Roruscuitp. In our current budget submission, we have re- 
quested funds sufficient to tear down that old and dangerous part of 
the launching ways and the piers. We hope thereby to eliminate 
the hazards which exist and to put the yards that much closer to a 
rehabilitation possibility when needed. 

The Cuatrman. What do you mean by rehabilitation possibilities? 

Mr. Roruscuitp. We would have to build new ways and new piers. 

The Cuamman. Do you mean to go ahead now and build new ways 
and piers ? 

Mr. Roruscuitp. No,sir. We just want to clear the area of the ones 
which are no longer of any use, so that if we have to mobilize, we could 
start immediately without losing the time that it would take to clear 
them. 

The Cuarrman. What else do you contemplate with that yard ? 

Mr. Roruscuinp. Nothing else, except to keep it in standby con- 
dition. 

The CHarrman. How many employees are necessary to keep that 
property in a standby condition ? 

Mr. Roruscuitp. Very few. Iam not certain of the exact number. 

The Cuatrman. How much material that is of value in the future 
is there on that property ? 

Mr. Roruscuitp. There is a considerable amount of machinery and 
equipment in all of these reserve yards, Mr. Chairman. It would 
range from machine tools to the big cranes used in assembling the ship. 

The Cuatrman. Is that kept in satisfactory condition, that equip- 
ment, to be usable on emergency ? 

Mr. Roruscuip. It is not only in satisfactory condition on a stand- 
by basis, but wherever possible we have made those facilities available 
to other elements of Government and, failing their use by Government, 
we have leased them to private operators on the feeling that a piece of 
machinery in use is a better piece of machinery than one which is 
standing idle. 

The Cuarrman. Do you have any machinery which has been leased 
to anyone else? 
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Mr. Roruscuitp. At various times, the machinery in all of these 
yards has been leased to private operators. 

The Cuarrman. All right, let us go to the other yards and see what 
their conditions are. You have visited them recently, have you not? 

Mr. Roruscuinp. Yes, sir. At Richmond, Calif., for example, we 
have concrete fitting basins there, rather than launching ways. They 
are in better shape than the ones which were built of wood. But we 
have a situation in that yard where the roof of one of the buildings, a 
building which contains the mold loft, leaks. As you know, a mold loft 
must be absolutely flat and level. We have asked for funds with which 
to repair that rcof. Also, the roof of the machine shop is poor, and 
there are several hundreds of thousands of dollars’ worth of machinery 
some part of which is being adversely affected by weather which comes 
in through the roof. We have pe rh: aps the largest job of all to do at 
our Vancouver yard, but we have not asked for any funds for that. 

The Cuamman. Have you finished with the Richmond yard? 

Mr. Rormscuitp. Yes, sir. The largest job of all indicated would be 
at our Vancouver yard, but the property is not owned by the Govern- 
ment. It is leased. Until we can renegotiate leases which are soon 
to expire, we would not be justified 1 in asking for any funds. We are 
in the process of renegotiating those leases. Once we have that done, 
we shall add an amount to rehabilitate those yards. I think it would 
take about $5 million. 

The Cnairman. You have your facility on not Government property 
but leased property at Vancouver ? 

Mr. Roruscrip. That is correct. 

The Cuarrman. How long will it be before the cost of the lease will 
amount to what it would have cost you to buy the property ? 

Mr. Rornscniip. I can give you some figures on that, sir. 

The Crairman. I wish you would put that into the record. I think 
it would be interesting. (Answer on p. 31.) 

As we go along, if any member is interested in a particular yard, I 
wish you would ask questions. 

Mr. Tollefson ¢ 

Mr. To.tierson. Down at the Vancouver, Wash., yard, which the 
subcommittee visited, we noticed that several of the buildings were 
filled to the eaves with Air Force equipment. 

Mr. Rornscuiip. Yes, sir. 

Mr. Totterson. That is, cars, trucks, jeeps, and whatnot. Some of 
them were stacked three high. How long would it take to clear those 
out in the event of an emergency ? 

Mr. Roruscnitp. I do not know precisely, but all of our facilities are 
offered when they are not actively in use to other parts of the Govern- 
ment. If they have a use for them, they are permitted to use them, 
of course, without any exchange of funds. All of them are on a recoy- 
erable basis. I think our leases in each instance provide we can get 
them back in 30 days. 

The Cratrman. Have you finished ? 

Mr. Touterson. Yes. 

The Cuarrman. You have now gone over three yards. You have 
five, do you not? 

Mr. Roruscuitp. Four, sir. 

The CHarrmMan. You have four? 

Mr. Rornscuitp. Yes, sir. The other one is at Alameda. 
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The Cuamrman. You have one on the Atlantic coast and three on 
the Pacific coast, do you? 

Mr. Roruscuinp. Yes, sir. 

The CHarrman. Go right ahead, Mr. Rothschild. 

Mr. RoruscuiD. The one is adjacent to one currently being oper- 
ated by Bethlehem, I believe. 

The Cuarman,. The Alameda yard is leased to Bethlehem ¢ 

Mr. Roruscuitp. No, sir. 

The Cuatrman. What is the return from it to the Government ? 

Mr. Roruscuiw. There is none from Bethlehem. 

The Cuarrman. Is that kept up under the lease in A-1 condition? 

Mr. RorHsc HILD. There is no lease of our yard. They are building 
ships 1 in the San Francisco yard, Mr. Bonner. 

The Cuatrman. That is what we wanted the record to show. 

Mr. Roruscuip. They are still building five Marine ships. They 
have delivered 1, and I think 4 are still being built there. 

The Cuatrman. Using the Alameda yard / 

Mr. AutEN. That is the Bethlehem Pacific in San Francisco. The 
Alameda ways, I believe, are owned by the Maritime Board, with 
some area behind the w ays, and then the Bethlehem organization, 
I believe, owns the ma¢hine shop which, in time of war, is made 
available in connection with the ways. The ways themselves are 
made entirely of concrete and are about as good now as they were when 
they started out. 

The Cuarrman. I want the record to show what the Administrator 
has to say about these yards. 

Mr. Roruscuimp. May I supplement the record on that question ? 

The Cuarrman. I appreciate the knowledge of the members of the 
committee, but I want to see what the Administrator and the Mari- 
time Administration knows about all of these projects. I might say 
that Mr. Allen, a member of the committee, has taken a great interest 
during the last recess of Congress in looking into the affairs of this 
nature on the west coast, he “and a subcommittee. They have just 
published their hearings and they have a report which they will get 
out shortly. 

All right, sir; you may proceed. 

Mr. Roruscuinp. I think that covers the reserve yards, Mr. Chair- 
man, if I may supplement the record on the Alameda yard. 

(The testimony was later clarified to show that the Alameda yard 
was not leased to Bethlehem but that Bethlehem operates a shipyard 
adjacent thereto. ) 

The Cuarrman. That covers the condition of the yard? 

Mr. Roruscuinp. That is right. 

The Cuatrman. That covers the contemplated condition of the yard 
by you in the case of an emergency ? 

Mr. Rornuscuiip. And it covers also our immediate program for 
rehabilitation where it seems to be necessary and desirable. 

The Cuamman. And you have a program to contact contractors 
to take charge of these yards, or do you contemplate running the 
yards, in the case of an emergency ? 

Mr. Roruscut. I believe, sir, that all of the yards were operated 
in the last war by private contractors. 

The Cuatrman. There is another thing that I want the committee 
to know, and I think the membership of the committee will appre- 
ciate this, and that is this. We are in, you might say, a very ticklish 
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national position. Armed Services and other committees are going 
into the functions, the preparation, and the preparedness of our na- 
tional defense. I consider your function just as essential to our 
national defense as the others. That is the reason I want to bring 
this to our committee. In case we have to have legislation from you 
in support of the national defense, I want the membership of the 
committee to be thoroughly familiar with all the workings of your 
organization, so that we can go right into it without having “prolonged 
hearings. That is the reason we are having this set of hearings. 

Mr. Roruscuitp. And that, Mr. C hairman, is the reason why we 
choose the first day of these hearings to give you an idea of our defense 
and mobilization duties and the prepar: ations we have made toward 
getting into operation with a minimum amount of time involved. 

The Cuamman. I want to say to you if there is anything from time 
to time which comes up, that might be of a security nature, I want 
you to feel free to note it. 

Mr. Clark wants to ask a question. 

Mr. Criark. Do you have any other yards = are used as storage 
for Air Force equipment? If so, can they be vacated within the 30- 
day limit? 

Mr. Rornscuitp. We have an inactive training station at Sheeps- 
head Bay, in New York, which is leased to the Air Force, and which 
they are now using, also on a recoverable basis. 

The Cuamman. Is that the station that was operated for you by the 
Coast Guard during the last war? 

Mr. Rorimscuitp. No, sir. That is the station at which we did an 
upgrading job for the enlisted personnel of the merchant marine. 

The Cuatrrman. Mr. Allen has a question. 

Mr. Atten. Mr. Chairman, Captain Ford gave us the information 
that the 36,000 figure for men currently employ ed in shipyards would 
be desirable because it would be diluted 12 to 1 to get the expanded 
force on mobilization, which would bring it up to 432,000 which, I take 
it, is about what we would want for a full-going mobilized force. 
The figure of 6,000 was the current employment. ‘Twelve times that 
would bring it up to 72,000 on the same ratio. 

The figure I would like to get is the one concerning how long it 

would take to bring the 72,000 up to 432,000 if you only start with 
6,000. 
Mr. Roruscuirp. I think it was Admiral Leggett who testified be- 
fore this committee in the last session, Mr. Allen, that perhaps the 
most critical shortage we had was in shipyard manpower. We think 
it would be relatively impossible to expand a 6,000 force into the 
necessary numbers of people for mobilization purposes. That is the 
reason we constantly refer to this 36,000 number as being a minimum, 
below which shipyard labor should not be allowed to fall. 

Mr. Auten. I presume if you started with 6,000 and would add on 
the 11 new men, you would get up to 72 2,000, but it would be possibly 
2 or 3 years before the 72,000 ) could be again diluted on the same ratio. 

Mr. Roruscuitp. It would be a very long length of time and would 
be a most expensive operation, as we found out in World Wars I and II. 

Mr. Auten. I believe to supplement the information, on the Pacific 
coast the ratio was at about the expansion of three times each year 
from what the year started with. They took from 1939 to 1943. It 
went from 13,000 up to 400,000. 
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The Cuarman,. Mr. Tollefson ¢ 

Mr. Totterson. What is the average age of the ships in the reserve 
fleet ? 

Mr. Roruscutmp. We have a whole presentation on that, Mr. Tol- 
lefson. That is the next item on the program. 

The Cuarrman. From the new members of the committee, are there 
any questions you would like to ask ? 

Mr. Tumuury. Yes, Mr. Chairman. 

Mr. Rothschild, I heard Captain Ford say we were 12th in some 
tabulation of nations, with respect to the merchant marine. 

Mr. Roruscnitp. With respect to shipbuilding, Mr. Tumulty. 

Mr. Tumutry. Who is the first? 

Mr. Roruscuitp. We can furnish that to you, sir. That is a matter 
of public record. 

(The information is as follows :) 


Steam and motor ships 100 gross tons and over under construction as of 
Sept. 30 and Dec. 31, 1954 





DEC, 31, 1954 SEPT. 30, 1954 

Country Gross tons Country Gross tons 

(1) United Kingdom_.__ 2, 140, 752 (1) United Kingdom_-___~ 2, 058, 457 
(2) SOUOOT 6 ons 772, 012 (2) Germany si 668, 754 
(3) Netherlands_____.___ 529, 679 (3) Netherlands Ee 169, 856 
Ce 449, 096 (ap. ee 430, 166 
CE) “Ti sci eee 443, 191 (5) Sweden adpananioobiatens 429, 118 
Oe Ra atk ore cchteceseles 376, 565 (6) Norway- ciincthnttiasains: aaa 
OD Di sea on ite Sain 195,189 | (7) United States tad 208, 503 
(8) Norway---.- ea 16406 (8) Japan.............. 160,430 
as 186,817| (9) Spain_____-. oe 164, 253 
6 ae eee po ee 153, 242 
CR 236,566) (13) Denmerk............. 148, SU9 
(12) United States____.__ 99,568} (12) Belgium —- Dee 127, 516 


Source: Lloyd’s Register Shipbuilding Returns for Sept. 30 and Dee. 31, 1954. 


Mr. Tumuury. What I am driving at is this: What do the other 
nations do with respect to their merchant shipping? How do they 
go about it? 

Mr. Roruscuip. They have various programs, just as we have. 
In some countries there are subsidy programs which, in some measure, 
meet ours, and others surpass ours. 

Mr. Tumutury. That is what I would be interested in knowing. 

Mr. Roruscuinp. Then, of course, there is the very great advantage 
by which any foreign-flag ship operates because of so much lower costs 
than are necessarily assumed under our American standard of living. 

Mr. Tumuury. How about the Soviet Union’s merchant marine. 
I assume they are fully subsidized ; are they not ? 

Mr. Roruscuirp. So far as we know, it is fully Government owned 
and operated. We have very little information about the Soviet 
Union. 

Mr. Tumutry. With respect to subsidies, could you indicate what 
nations are ahead of us, and who subsidizes more than we do? 

Mr. Roruscuizp. Within our ability to get the information, we 
will be glad to do that. That is not alw ays available. (See p. 163.) 

The Cramman. If I may interrupt, that is a subject that we are 
going to have before this committee. That is construction subsidies 
and operating subsidies. That will be one of the subjects that will 
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be discussed here. At that time we will want all the committee mem- 
bers to ask any questions they want to about it. 

Are there any other questions ? 

Mr. Van Pevr. Mr. Rothschild, with reference to the questions on 
employment, what has been the reaction of the private companies on 
this program pertaining to legislation that we passed last summer, 
bringing these ships in from the mothball fleet and looking them over. 

Mr. Roruscnitp. Do you mean under the repair program, Mr. 
Van Pelt? 

Mr. Van Pett. Yes. 

Mr. Roruscnitp. We will have a report for you on that tomorrow. 

The Cuamman. That will be another subject we will take up. I 
am very much interested in that, too, Mr. Van Pelt. It will be 
interesting to find out what the result has been and what has been 
found. 

Mr. Atuen. Mr. Chairman, can we go back to the original presenta- 
tion that Mr. Rothschild made? 

The Cnatrman. Yes, Mr. Allen. 

Mr. Auten. Mr. Rothschild, in discussing the functions that the 
Administration and the Board performed, I was curious as to whether 
any functions have been taken away from the Maritime Board or 
Maritime Commission, or Maritime Administration and placed else- 
where. I particularly had in mind that at one time I believe you 
controlled the intercoastal ships and had to do with their regulation 
and rates. That, I believe, has been taken over by the Interstate 
Commerce Commission. I wonder if you have an comments as to 
where it ought to be. 

Mr. Rornscutip. It is my understanding, Mr. Allen, that that 
change took place in 1940 or thereabouts. I am aware, as I suppose 
most people are, that there is currently in process a Cabinet-level 
study of the whole transportation field in the United States. I would 
think that some part of that study would be devoted to that question. 
I would also think that it could be answered more competently from 
that study than from my offhand opinion. 

The Cuarmman. From the records of the Maritime Commission, 
that transfer just about killed the coastal operation; did it not? 

Mr. Roruscuip. It certainly had an adverse effect on it. 

The Cuarrman. In other words, there was a coastal operation then, 
and there is practically none now; is that right? 

Mr. Roruscuip. It is very much smaller than it is now, Mr. Bon- 
ner; yes 

The Carman. I predicted at that time that would happen. 

Mr. Auxen. I have one other question. I believe in carrying out 
the functions of the Administration you do have the use, or m: ike use, 
of personnel in other departments. For example, the gathering of 
foreign costs is done by a representative of the State Department 
rather than of your own department on instances, I believe. 

Mr. Roruscuitp. That is correct, sir. 

Mr. Auten. Can you tell us of what other services you do avail 
yourselves ? 

Mr. Rornsciiip. We are in daily communication with very many 
departments of Government. We have a very sizable program, as you 
know, in the grain-storage matter with the Department of Agricul- 
ture, with whom we work very closely. A great deal of the statistical 
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material with which we work is furnished to us by the collectors of 
customs in the various ports. Only in the last day or two we awarded 
the collector at Baltimore a citation for his very fine work in having 
kept his reports totally current. We operate with the United States 
engineers in the matter of ports and harbors. Under our war-risk 
insurance setup, we make available to all parts of Government that 
standby insurance feature which we are authorized to make available. 
We solicit and get the cooperation of the Department of the Treasury 
in matters involving reserve funds and related things. 

We use the Internal Revenue Service figures in our determinations 
of depreciation. We work closely with ODM in matters of accelerated 
depreciation. 

Those are some that come to mind. There are many others, Mr. 
Allen. 

Mr. Auten. Are there any areas of conflict between your depart- 
ment and the others as to jurisdiction over matters? 

Mr. Roruscuizp. I think when we get to examining, for one matter, 
the workings of the 50-50 bill we could throw some light on that. 

Mr. Davinson. Mr. Rothschild, I think there is a connection in what 
I have been thinking about and with what Mr. Tumulty asked. I was 
wondering whether it would serve any useful purpose if we had 
somewhat brief but informative statistical study of those factors 
which, explicity set forth, put the United States in the 12th position 
of shipbuilding. 

For example, we are aware of the fact that there is a much greater 
expense for the worker, materials, and so forth. But could we have 
some statistical study made, or would it be practical, to find out what 
the margin of advantage is that makes for superior progress in foreign 
shipbuilding, with the constituents of that margin, such as labor, 
materials, profit, and so forth, showing a relative difference between 
what it is that makes for good shipbuilding in foreign countries and 
poor shipbuilding or poor progress in shipbuilding in this country? 
If you could get something like that, I think it would be helpful to me. 
I do not know whether there is anything like that in existence. 

The Cuarrman. I wish to say to the gentleman that Mr. Casey is 
going to have the staff go into that subject. From time to time we 
will bring to the attention of the committee the results of such a 
study. 

Mr. ZeLtenKo. Under this numerical order of foreign shipbuilding 
and construction, in which we are No. 12 or 13, I assume this study 
will also go into the fact that many American companies are now 
building or flying under foreign flags, and perhaps we can have the 
reason why. 

The CuarrmMan. That will be one phase of the hearings on transfer 
of American-flag ships to foreign flags. We will bring that up in the 
hearings that we are going to have. 

Mr. Roruscutmp. May I indicate to Messrs. Tumulty, Davidson, 
and Zelenko that in tomorrow’s program we will cover a good deal of 
the question which has just been raised today ? 

Mr. Tumutry. May I ask an additional question ? Y 

The Cuamman. Yes, sir. 

Mr. Tumutry. As I understood from what C aptain Ford stated, we 
are now at 6,000, the lowest employment point, since before the war? 

Mr. Roruscuip. Yes. 
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Mr. Tumutry. Coming from a county where we are always inter- 
ested in employment, what plans do you have or should we have to 
increase that employment? It seems to me to be an awfully low 
figure. I am wondering what course of action you would suggest to 
get more employment in the shipyards. 

Mr. Roruscuip. I tried to indicate that we started probably a 
year or two late in coming up with some sort of a program which 
would prevent such a dip in shipbuilding. The program I indicated, 
the Liberty-ship conversions, the conversions of Mariners, and so 
forth, is picking it up and it should pick it up to about 15,000. About 
the middle of this year, we should be up to 15,000, if nothing happens. 
If you approve of your budget as submitted, we hope by the middle 
of 1956, and it will take that long, due to the lead times I indicated, 
to reach this point of 22,000. If we are to reach the 36,000, it is going 
to be necessary to obtain additional shipbuilding tonnage, either for 
private account or for Government account, to bring it up to this high 
point. That represents about 15 additional ships to be contracted 
for in the next year. 

Mr. Tumutry. I notice you had on one of the maps Hoboken Termi- 
nal, inactive. That is in my district. Would that be reactivated ? 

Mr. Roruscuimp. That would be reactivated in an emergency. 

Mr. Tumutry. Thank you. 

Mr. Rornscutip. I would like to indicate, Mr. Chairman, at this 
time, that we have a critical period for the next approximately 5 years. 
As you can see from this general chart, this is the situation with regard 
to United States shipbuilding. Most of our tonnage was built from 
the year 1940 through 1946. That represents the age obsolescence 
problem we are confronted with. If we can stretch out a replacement 
program from the year of 1960 or 1975 to take care of this mass obso- 
lescence we will not have a very great problem to solve during those 
years. But for the next 5 years we are going to have to divest certain 
incentives to get ships into United States yards, 

(See Fleet rep: wement requirement, etc., chart, p. 27.) 

The Crarrman. Thank you. We have two ne id of the staff 
assigned to this study. I want to have time for them to ask some 
questions that they may have thought of during their contacts and 
preparation for these hearings. The time is out for us today. Does 
the staff have any questions they would like to ask these two witnesses ? 

Mr. Drewry. I have one question, Mr. Chairman. 

The Cuatman. Mr. Zincke, do you have any questions? 

Mr. Zincke. No, sir, no questions occur to me at the moment. 

The Cuarrman. I will have Mr. Drewry’s question and then the 
committee will adjourn until tomorrow morning at 10 o’clock. 

Mr. Drewry. Captain Ford, you mentioned a little while ago that 
the present active fleet was very close to mobilization needs. I under- 
stand that to mean the active fleet that is considered to be the minimum 
necessary to proceed as a basis for expansion in time of full emer- 
gency. I believe you mentioned there were 1,243 large vessels. 

Mr. Forp. I cannot tell you the exact number, but that is a few short 
of what the immediate requirements would be under declaration of 
war in shipping. 

Mr. Drewry. I am trying to find out what the word “few” is. Is it 
100, 200, or 300? 

Mr. Forp. About 200, roughly. 
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Mr. Drewry. And at a figure of 15 ships a quarter, it would be over 
3 years of work? 

Mr. Forp. I am only talking about immediately upon mobilization. 
In addition to those ships, we immediately start commissioning the 
ships in the reserve fleet to meet additional mobilization requirements. 
In addition to that, there is a shipbuilding program for merchant- 
type ships. 

Mr. Roruscnitp. There are enough ships in the reserve fleet of 
speed characteristics which are usable, or almost enough, to bring 
M-day requirements up to what is needed. 

Mr. Drewry. When you speak of that deficiency in the active fleet, 
you are not speaking of an overall deficiency but a deficiency which 

can be met from the reserve fleet ? 

The Cuarrman. Would you repeat the question, Mr. Drewry ? 

Mr. Drewry. The deficiency which you speak of can be made up 
from the reserve fleet, is that correct ? 

Mr. Forp. That is correct. Only the initial requirement, however. 
As you progress from month to month, your deficiency increases due 
to losses, contemplated losses, and due to additional requirements. 
As your forces are built up, you require more ships than you have 
available. 

Mr. Drewry. I did not want to get beyond the initial requirements, 
but the thing that disturbed me was whether the few ships might 
actually amount to a very substantial program in itself. 

Mr. Roruscnuitp. Our critical deficiency is in tankers 

Mr. Davinson. On that same question, Captain, is the qualified and 
experienced operational manpower keeping pace with the present sit- 
uation with regard to these reserve ships if we had to activate them 
immediately? Do you think we would have the manpower to operate 
them? I know we have inactivated these merchant-marine academies, 
and so on. But is that keeping pace? That part of the program is 
keeping pace? 

Mr. Forp. We have enough manpower to meet initial requirements, 
but we do not have enough to take care of our complete mobilization 
program. We would have to compete in the manpower market with 
everyone else. 

Mr. Roruscuimp. And we would have to reactivate the schools 
which we have. 

Mr. Davinson. It is a matter of training, too. 

The Cuarrman. I understand that the Maritime Administration 
has a program that they can immediately put into effect that will meet 
the situation which the gentleman raises, 1s that correct ? 

Mr. Forp. Yes, sir. 

Mr. Rotruscump. Yes, sir. 

The CuHatrman. You have a program worked out ready to be put 
into effect in the case of an emergency ¢ 

Mr. Roruscuinp. Yes, sir. 

The Cuarrman. If there are no further questions, the committee 
will stand adjourned until tomorrow morning at 10 o’clock. 

(Whereupon, at 12:05 p. m., the committee recessed to reconvene 
at 10 a. m., Thursday, February 3, 1955.) 
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MOBILIZATION PROGRAM 
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STUDY OF THE OPERATIONS OF [THE MARITIME ADMIN- 
ISTRATION AND THE FEDERAL MARITIME BOARD 


THURSDAY, FEBRUARY 3, 1955 


House oF REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The committee met at 10:15 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The CuHarrMan. The committee will come to order, please. I do not 
expect there will be any objection to the committee proceeding, because 
this type of hearing would not ordinarily require a quorum. If the 
membership of the committee is not interested in the subject before 
the committee, I cannot bring them in. We will proceed with such 
membership as we do have. The clerk will call the roll, please, of 
the members. 

(The roll was called by the clerk of the committee, with the follow- 
ing members answering present: Messrs. Bonner (chairman), Robe- 
son, Sullivan, Thompson, Miller, Byrne, Bell, Davidson, Ashley, 
Tollefson, Sheehan, Van Pelt, Ray, Milliard, Dorn, Pelly, and Chase.) 

The CuarrMan. We have again this morning the Maritime Admin- 
istration. 

Who represents the Maritime Administration this morning ? 

Mr. Forp. I do, sir. 

The Cuarrman. Captain Ford? 

Mr. Forp. Yes, sir. 

The CHarrmMan. Would you give your full title and name, please, 
for the record ? 


STATEMENT OF WALTER C. FORD, DEPUTY MARITIME ADMINIS- 
TRATOR (RESUMED), ACCOMPANIED BY THOMAS E. STAKEM, JR., 
ASSISTANT TO DEPUTY MARITIME ADMINISTRATOR; AND J. J. 
McMULLEN, CHIEF, OFFICE OF SHIP CONSTRUCTION 


Mr. Forp. I am Capt. Walter C. Ford, Deputy Maritime Adminis- 
trator. 

The Cuarrman. This morning, Captain Ford, I wish you would 
introduce the members of your staff or Board who are present with 
you, so the committee will know them when they take part in the 
discussion. 

Mr. Forp. Mr. McMullen, the Chief of the Office of Ship Construc- 
tion; Mr. Stakem, the assistant to the Deputy Maritime Adminis- 
trator; Mr. A. J. Williams, the Secretary of the Board; Mr. John 
Harrell, of the legal staff; Mr. Vito Russo, of the Office of Ship Con- 
struction; and Mr. Ludwig C. Hoffmann, of the Office of Ship Con- 
struction, and Commander Charles Fears, Office of Ship Construction. 
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The CHarrmMan. And is a member of the Board present / 

Mr. Forp. Mr. Guill, one of the Board members, and Mr. Stephen 
Manning of the Public Information Office. 

The Cuatrman. Thank you. Will you proceed with the program 
that you have outlined this morning? 

Mr. Forp. Mr. Chairman, and members of the committee, yester- 
day we attempted to outline in general terms the organization of the 
Maritime Administration and the Maritime Board, its functions and 
authorities, and we also gave a brief discussion of the manpower 
mobilization in shipbuilding, ship operations, and the Reserve fleet 
situation. 

The Cuatrman. Let me interrupt you there, sir. The charts that 
you had yesterday are of concern to me. For the record, we would 
like to have copies of those charts. 

Mr. Foro. Mr. Chairman, those charts are being reproduced. We 
hope to have them here later tod: Ly or tomorrow. 

The Cuarrman. Mrs. Sullivan has a question with respect to the 
charts that she would like to ask. 

Mrs. Suniivan. Captain Ford, would it be possible to get those 
charts made up in the same manner for all shipbuilding that is going 
on throughout the United States? 

(Letter from Captain Ford, explaining this, follows :) 

DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 


Washington, D. C., April 6, 1955. 
Hon. HERBERT C. BONNER, 
House of Representatives, 
Washington 25, D. C. 

Dear Mr. BONNER: When I appeared before your committee on February 3, 
1955, I was requested to present for the record certain charts with respect to 
mobilization in shipbuilding which had been discussed the previous day. I was 
asked if charts could be made up in the same manner for all shipbuilding in the 
United States. 

The charts which were requested for the record have been submitted and 
are included in the hearings on pages 23 through 25. These charts include 
shipyard-mobilization information for not only Maritime Administration ship- 
yards but also all private shipyards with the exception of two, which are used 
exclusively by the Department of the Navy. The charts do not, of course, 
include the Navy’s own shipyards. Information of this nature with respect to 
the Navy’s shipyards and to private yards used exclusively by the Department 
of the Navy is not available in the Maritime Administration and I am, therefore, 
unable to supplement my testimony in this regard. 

Sincerely yours, 
WALTER C. Forp, 
Deputy Maritime Administrator. 


Mr. Forp. I believe we could do that. 

Mrs. Sutttvan. Is it within your jurisdiction to have that done? 

Mr. Forp. Yes, I think we could have that done. 

Mrs. Sutxivan. I think if we could have that, Mr. Chairman, it 
would give us a picture of the entire employment situation in all of 
the shipyards, whether it be under Navy, Maritime, or private ship- 
yard companies. 

The CHamman. We would appreciate your doing that, Captain 
Ford. 

Mr. Forp. We are reproducing the charts that we used for pur- 
poses of discussion yesterday. Any of the charts that are being used 
today will be reproduced for the members and for the record. 
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Before we proceed, I would like Mr. Stakem, the Assistant to the 
Deputy, to make some entries for the record that were requested 
vesterday. 

Mr. Stakem. Mr. Chairman, one of the questions asked yesterday 
about which there was some confusion as to the answer, was the ships 
now being built in the United States shipyards for private account. 
The record shows the answer was four, but no details were given. 
We have checked the record and find that those four are identified 
as follows: First is a 29,500 deadweight-ton tanker being built by 
Sun Oil. The speed is 17.3 knots. Then we have 2 ships being built, 
2 tankers being built, for Cc ities Service. Both of those are 32,650- 
ton ships with a speed of approximately 17 knots. The fourth ship 
is a tanker being built by Sinclair Refining Co. 25,200 deadweight 
tons. Those are the four. 

The Cuatrman. What is the speed of the last one? 

Mr. Sraxem. 16.34 knots. Another question asked concerned the 
Vancouver shipyard, and the discussion as to the value of the prop- 
erty and of the leases. 

The Cuarrman. That is the property we have under lease and not 
owned by the Government? 

Mr. Sraxem. Yes. The records show that the shipyard was built 
in 1942. It is partially owned by the Government and partially 
leased. There are 264 acres in the shipyard, 98 acres owned by the 
Government, 136 acres leased from the W. F. Hidden estate, and 30 
acres are leased from the port of Vancouver but has since been ac- 
quired by the Becco Chemical Co. The rental on the property is 
approximately $6,000 per annum on the Hidden lease, that is the 136 
acres. On the Becco lease, the basic rental is $119 per month. Those 
leases expire in January 1957, and we are currently trying to execute 
a 10-year lease on those two pieces of property. 

The Cuamman. What is the value of the property ? 

Mr. Sraxem. A recent estimate of the value placed by the Clark 
County assessor indicates the worth of $1,500 per acre as against a 
$300 per acre value in 1942. At the rate of $1,500 per acre, “the ap- 
proximate purchase a of the property would be $250,000. That is 
the present leased area 

The CHamRMAN. You have had it leased since 1942 at $6,000 a year ? 

Mr. Staxem. Yes. 

The CHamman. It will not be long before you would have paid the 
value of the property. 

Mr. Stakem. That is about $6,000 a year for the Hidden lease, and 
$119 for the other. 

The Cuatrman. I understand that, but I say it will not be long 
before you would have paid the value of the property; is that correc tt 

Mr. Staxem. At $250,000, and it has been on lease since 1942. We 
could relate the amount of money paid thus far to the total value. 

The Cratrman. I want to show that, just what has taken place 
there, because you are not using it. It is merely for standby purposes. 

Mr. Staxem. That is right. 

The Cuarrman. I wonder whether or not there is some other loca- 
tion that could be used and which could be purchased if we are going 
to have it for standby utilization. 

Mr. Staxem. We have set aside time for a complete statement on 
this reserve-shipyard question. 
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The Cuarrman. These are the kinds of things that I think the com- 
mittee ought to look into. It is not with a spirit of criticism, but it is 
a spirit of finding out how much attention is being paid to the expendi- 
ture of funds by your agency. 

Mr. Sraxem. At the time we talk on the reserve shipyards and our 
other property, we will put into the record the total amount of money 
that has been paid up to this date. 

The Cuatrman. I was hoping that you would have those figures so 
we would not have to go back over it this morning. That is 1 section, 
we will say, or 1 portion of the shipyard. You have another portion 
you are leasing. 

Mr. Sraxem. The lease on the Becco property is $119 per annum. 
That h: as been leased since 1942, also. 

The Cuarrman. The point is whether it would be good business to 
continue these leases or to go to some other locality and purchase, if 
you cannot purchase this at a fair price. If you are going to hold it 
in a standby status, that is. You gather what I mean. 

Mr. Staxem. Yes. 

The CHatrMan. Bring us in a conclusion from your Department 
as to what they think is the best thing to do and show us what is the 
best thing to do. 

Mr. Srakem. We will do that; yes, sir. 

The Cuarrman. That is what I want the record to show on all of 
these. 

Mr. Srakem. On the Richmond yard, the question was asked as to 
the permits which the Maritime Administration has granted. This 
is the list: Contra Costa Junior College has a permit for a campus. 
The American Red Cross uses a part. The Public Housing Admin- 
istration, the Military Sea Transport Service, and the Naval—— 

The CHatrmMan. Well, those things are all right. When we get to 
the Military Sea Transport—who is the other one / 

Mr. Srakxem. The Public Housing. 

The Cuairman. That is the Public I lousing. Are they using part 
of your property 4 

Mr. Sraxem. That is right. The Air Force also uses a part for a 
radio transmitter. 

The Cuairman. Are they reimbursing you for any utilization ? 

Mr. Staxem. No. There are two commercial leases at that prop- 
erty, Congressman. One is the Chase Aircraft Co. They have the 
machine shop and certain related areas and pay a rental of $35,948 per 
annum, and they maintain the property that they lease. There is also 
the Triple AAA Machine ae Inc., that uses a portion of the plate 
shop and certain open areas. They pay $41,664 per annum. They 
maintain the property that is leased to them, and, in addition to the 
rental, they pay 40 percent of the revenues received from drydocking 
of vessels in the basin. 

The Cuatrman. They are using your equipment ? 

Mr. Srakem. Yes. 

The Cuatrman. Tools and so forth that you left there are what 
they are using? 

Mr. Sraxem. That I will have to clarify. I do not know the ex- 
tent to which we left the place equipped. 

The Cuatrman. Mr. Ray would like to ask you a question. 

Mr. Ray. What is done with the money you get? How is that 
accounted for? 
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Mr. STAKEM. 
of the Treasury. 
Mr. Ray. It does not figure in your revenues? 
Mr. Sraxem. No. 
year to the Appropriations Committee. 
rentals and moneys received by the administration. 
use it again the following year. 
eral funds of the Treasury. 
Mr. Ray. While you are on that subject, 
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That comes in and goes into miscellaneous receipts 
It figures in the revenue which we report each 
We give them a list of the 
But we cannot 


It is lost to us‘and goes into the gen- 


do you have the total 


amounts that you pay into the Treasury in that way for all of your 


operations? 


Mr. Sraxem. I do not have it, but I can supply it for the record. 


How many years do you want it over, Congressman ? 
Mr. Ray. Just 1 year. The correct figure. 
(The information is as follows :) 


Payments into the general fund of the 
ended June 30, 1954 


Commissions on telephone pay stations in Federal buildings outside 
I cies ance 
Registration fees, correspondence courses 
Moneys received from persons known. ..-.~....--.~---_-_____.. 
Gifts to the United States, not otherwise classified 
SN a aa shen ect 
Rental or operation of housing facilities a 
Rent of public buildings and grounds___----_~- sips ard eeedipecnngenaes 
Rent of docks, wharves, and piers_________--__--_--------- nee 
Charter hire of vessels, ($4,268,374.11 eer in vessel opera- 
Oe OR ih ie encima ones 
Peet Gr Glee BI TOC een eetonn 
a aonwapmaicnae 
Sale of publications and reproductions_____-________---- ees =, 
Sale of scrap, salvage, and waste____--_____-__--_- Z 
I OU ec he eee 
eeTtere TemmriTiene TER) = oo on re ne eee teeennnn= 
pupeisrence (maricme: treme) ....-. =... a... 
Overhead charges on sales of services or supplies____________--_- 
Fees and other charges for miscellaneous services 
het proceeas from Burnie wroperis 5 5s 
Proceeds from mortgage notes on surplus vessels sold under Ship 
OEE TRE i REIS: Sele ck re on RD a 
Proceeds from sale of vessels, titles V and VII, Merc hs int Marine 
Cement 
Proceeds from ship Suneentonsee, redeliveries from War Shipping 
AGUIRISEPORION. GUPTAtIIOne 8.8. no ee eee we 
Sale of scrap and saitamed surplus materials_______- 
Semen te oI ek 
Proceeds from sales of Government property- 
Proceeds, 


areas HSS5 
Recoveries from Government property lost or damaged-_ 
War claims and awards waived under general settlements. 
Recoveries, excessive profits on renegotiated contracts__ 
Recoveries, excess cost over contract price____- 
Refund of transportation charges_______--___- 
Refund on cable and radio messages a a 
Recoveries from operation of ships (pr imarily from War r Shipping 
Administration operations) __-_--_ maen casas 
Recoveries, jury service..__.._.....____- .. oe 
Repayments, lapsed appropriations__._____-______ 
ante es a CR i, i it rine 
Refund of terminal leave compensation___-__-__~- 
Miscellaneous recoveries and refunds 


Total payments into the general fund of the United States 
Treasury 





United States Treasury in fiscal year 
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Mr. Forp. Mr. Ray, can I interrupt a moment? On next Thursday 
we have scheduled the Chief of the Office of Pr operty and Supply who 
will go into all of our shipyard and warehouse activities and arrange- 
ments for these things. 

Mr. Dorn. You said in answer to Mr. Ray that this money you 
receive in rents you cannot use again the following year. Is there 
any way that you can use it in the same year? 

Mr. Sraxem. No. It is lost. It comes in as a receipt and goes in as 
miscellaneous receipts to the Treasury. 

On the Richmond yard, the Maritime Administration has agreed 
with the city of Richmond that they will permit the use of additional 
spaces as the city of Richmond desires for industrial or commercial 
purposes, so that additional areas within that yard can be made avail- 
able through the city of Richmond, if desired. 

The Cuatrman. Thank you very much. The committee under- 
stands that this subject will have a larger review at a later date. 

Mr. Sraxem. Yes, sir. 

The Cuamman. All right, Captain. 

Mr. Forp. We have distributed a schedule to each of the members 
listing the proposed topics for discussion. This morning we have 
scheduled the Office of Ship Construction. 

Mr. John J. McMullen, the Chief of the Office of Ship Construction, 
will make the presentation. 

Mr. McMctten. Mr. Chairman and members of the committee, my 
name is John J. McMullen and I am Chief of the Office of Ship 
Construction and Repair. Briefly, the activities of the Office of Shi 
Construction and Repair support all the activities of the Federal Mari- 
time Board and the Maritime Administration in regard to those tech- 
nical matters of ship design, conversion, repair, and they also make 
the recommendations for award of contracts or the various contracts 
which are let throughout the United States and which in any way 
affect Government funds. 

The CuHarrman. Mr. McMullen, if you desire, you may sit down. 
Do you want to stand or sit? 

Mr. McMutten. I think it may be better to stand, Mr. Chairman, 
due to the fact that I will be presenting charts. 

The CHarrman. All right. 

Mr. McMvutten. As you will notice on the agenda we passed out 
this morning, we have a variety of different subjects to discuss. I 
thought the best method would be for me to go through these subjects 


as br “iefly as possible and then afterward allow a period for questions 
if you so desire, sir. 


The Cuamman,. Yes. 

Mr. McMutten. The first item on the program is the matter of 
rising costs of shipbuilding in the United States. As you know, this 
has been a principal concern to all members in the shipbuilding indus- 
try and it is one of the great reasons why the replacement problem 
is so difficult at the present time. 

For example, the increased costs of shipbuilding have prevented 
the rebirth of our coastwise shipping trade. As shown on this chart, 
using 1939 as the basic index of 100, and comparing it with 1955, the 
trend is in most cases upward, and it is still going upward to the 
extent that at the present time our shipbuilding costs have increased 
230 percent over the 1939 level. In recent years—that is, between 
1950 and 1954—the trend foreign is also somewhat par: allel to this 
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curve, generally speaking, but it is somewhere between 35 and 45 
percent below the curve in ‘specific instances. 

(The index of estimated shipbuilding costs in the United States 
chart follows :) 


INDEX OF ESTIMATED SHIPBUILDING COSTS 
IN THE UNITED STATES 


(100 = JANUARY |, 1939 ) 


—_— 





commit | | Resi dalobelad oki dds 
. 1939 ‘40 ‘41 42 43 4445 46 47 48 49 SO SI 52 53 54 ‘55 
Source of Data: Cetin 3 Site expstqeanien ant Sent 
P com-Dc 
The ships which are being built in the United States for private 
; account have already been mentioned by Mr. Stakem this morning. 
Just briefly, once again, they consist of 4 tankers—1 for Sinclair, 
’ 2 for Cities Service, and 1 for Sun, which is competing at the present 
time. 
As a result of this decree xed activity in the shipyards, our man- 
power requirements in those yards which build ocean-going ships—— 
The CHAIRMAN. Let me interrupt you a minute. Would you iden- 
; tify each chart as you go along, so we will have them in the record 


and ean place them in the record? 
Mr. McMutten. Yes, sir. Chart No. 1 was the chart showing the 
. ihdex of estimated shipbuilding costs in the United States. 
f Chart No. 2 is the Maritime Administration shipbuilding employ- 


5 ment as related to ship deliveries quarterly, by programs. 

c (See p. 23.) 

, Mr. McMutten. This manpower is based on the employment in 
1 those yards devoted to mere a ant shipping construction, and only 
| to those yards which build oceangoing vessels in excess of 400 feet in 
’ length. As noted on the curve—and this was, I believe , Shown to the 
committee yesterday, it indicates that as of the present ‘time, our em- 
ployment has reached a low ebb, and the top dotted line shows the 


effect which we contemplate by the 1955 shipbuilding program if all 
; our assumptions go through. For example, in making up this curve, 
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we assumed there would be 10 tankers built under the MSTS long- 
term charter and build program. But, actually, at the present time 
there are only four under construction. 

We also assumed there would be 10 tankers under the trade in and 
build program. As a result, even this curve is optimistic as far as 
employment during the next year in the shipyards of the United States. 
In other words, if we promoted a program of shipbuilding in the 
United States to reach the level which we feel and which is being con- 
sidered as the minimum for mobilization purposes, namely 36,000 
skilled workers in the ocean-building shipyards of the United States, 
this is what we would have to attain. 

The world shipping situation at the present time indicates that the 
United States has dropped to approximately 9th place. That is on 
the basis of gross tons as published in October by the American 
Bureau of Shipping. 

No. 1 in the world is the United Kingdom, still, and she in October 
of 1954 had under construction or on order four-million-one-hundred- 
and-fifty-eight-thousand-odd gross tons of shipping. The next coun- 
try is Sweden, followed by Germany, with one-million-three-hundred- 
and-thirty-six-thousand-odd tons. 

It is interesting to note that Germany has increased their tonnage 
from practically zero in 1950 to this level where they are now in third 
position in the world market. Holland is 4th, France is 5th, Norway 
is 6th, Japan is 7th, Denmark is 8th, and the United States is 9th. 

The Cuarrman. Mr. Tollefson. 

Mr. Torterson. Did you see the insertion in the record yesterday 
morning by Senator Butler which included some figures putting the 
United States in 12th place? 

Mr. McMou tien. Yes, sir. 

Mr. Totiterson. That was the December figure. 

Mr. McMctten. Yes, sir; it could have been the December figure. 
The trend is still downward. As I mentioned, it was October 1954, 
that these figures are based on. 

The CuatrmMan. This is operating tonnage? 

Mr. McMutten. No, this is building tonnage. 

The CuatrmMan. This is construction ? 

Mr. McMutten. Yes, sir; under construction or under contract. 

The CuairMan. You better get operating tonnage, or will that be 
supplied later ? 

Mr. McMutien. No, sir; I believe that will be discussed next week 
when the Chief of the Office of Operations addresses this committee, 
sir. 

The CuatrmMan. While you are at this point, do you know our posi-+ 
tion in operating tonnage ? 

Mr. McMutien. No, sir, but. I could supply it for the record. 

The Cuatrman. Have it just placed in the record at this point. 

(See p. 68.) 

Mr. Ray. Mr. Chairman? 

The Cuarrman. Mr. Ray. 

Mr. Ray. Are you going to cover, or is some other witness going 
to bring out, how much of the tonnage being built in foreign yards 
is for American interests or American related interests? 

Mr. McMutten. Yes, sir. You will notice on your desk, sir, I 
have a summary of those ships. I could discuss that right now. 

The Cuarrman. No; I want you to proceed with the continuity 
that you have laid out. We will go along with that. 
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Mr. McMu ten. The next item on the agenda are those ships which 
are being built in the United States for Government account under 
Maritime cognizance. Briefly, at the present time, they consist of 
two Mariners for the Pacific Far Eastern Lines. The Maritime had 
arranged a contract with the Pacific Far East Lines who took over 
the ships at the Bethlehem Pacific Shipbuilding Corp. in San Fran- 
cisco at the time when they were approximately 10 percent completed, 
and plans and specifications were changed in order to permit them 
to be converted for the use of the Pacific Far East Lines. 

At the present time, one of those ships has just been delivered and 
accepted by the Pacific Far East Lines. That was the Golden Bear. 
You may have read in the papers about it being accepted last week. 
There are two more to follow, the Korean Bear and the Japan Bear. 
The other ships include the 4 Military Sea Transport tankers, the 
contracts for which were recently awarded with 8 ships going to 
the Sun Shipbuilding Corp. in Camden, N. J., and the fourth one 
going to the Ingalls Shipbuilding Corp. in Pascagoula, Miss. These 
were the ships for which the appropriation was made in the last 
Congress, the construction of those ships being for Government 
account which will be used by MSTS. 

Also under construction at the Ingalls Shipbuilding Corp. are two 
AF’s. These are refrigerated store ships which are being built as 
Navy prototype ships, but in view of the fact that they are being built 
to commercial characteristics and commercial specifications, the Mari- 
time is the construction agent. 

Finally, we have another Mariner which was taken over from the 
Mariner program, also at the Bethlehem Shipyard in San Francisco. 
This is the Evergreen Mariner, which is being converted to a Navy 
attack transport. This is an AKA, and it is expected that the ship 
will be completed sometime late this year. 

The number on the top sheet on your desk indicates the number of 
ships which are being built foreign for America account. We have 
included just a brief summary of this, and it indicates that a total 
of 52 ships are being built in foreign countries, the largest builder 
being the United Kingdom with 18; second, Germ: any, with 10; and 
the Netherlands with 8 

(The information is as follows:) 


I. Sure CONSTRUCTION 
D. SHIPS BEING BUILT FOREIGN BY AMERICAN COMPANIES 


Ship construction in foreign countries for United States foreign account as of 
Jan, 1, 1955 


Foreign country in which constructed 


Total 

Tanker Cargo Bulk 
United Kingdom. 8 3 7 18 
Norway l ] 
Belgium 3 ; 3 
Germany 8 1 1 10 
Sweden ] l 1 3 
Denmark 1 l 
Japan 2 : ; 2 5 
Netherlands 


France 3 


Total 
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These consist mostly, as you will notice on the sheets, of tanker 
tonnage which is being built. The various companies are foreign 
companies, but American controlled. 

Does that answer your question, Mr. Ray ? 

If there are any more details, sir, I will supply them. 

Mr. Ray. Have you the tonnage figure? 

Mr. McMoutten. No, sir; but I could supply it very easily, sir, 
exactly. 

(The information is as follows:) 

The total gross tonnage of ships being built in foreign yards for American 
account as of January 1, 1955, was 827,630. 

Mr. Dorn. Will these ships that are being built in foreign countries 
fly the American flag eventually ? 

Mr. McMu ten. No, sir; they will all fly the Panamanian or 
Liberian. Each one of these companies, for example say the Esso 
Shipping Co., they have foreign subsidiaries, and these ships will fly 
the flags of those foreign countries. 

Mr. Dorn. Are there any ships being built in foreign yards now 
which, under ordinary circumstances, will fly the United States flag? 

Mr. McMutten. Yes, sir. 

Mr. Dorn. I am talking about for private account. 

Mr. McMct.en. Yes, sir. There will be ships, for example, of the 
nonsubsidized operators who are free to build wherever they choose, 
and they will fly the American flag. Specifically I can think of only 
one, but I can supply the others for the record. That one ship is being 
built in Japan for the Tidewater Associated Oil Co. 

Mr. Peciy. Mr. Chairman? 

The Cuarrman. Mr. Pelly. 

Mr. Pe.tty. Could I ask a question as to whether any of those ships 
that are being built in foreign shipyards that are listed here are 
assisted in any way by Federal Government funds or any agencies, 
such as FOA? 

Mr. McMutten. No, sir. These are just the merchant ships. I 
have not touched on any of the offshore procurement program, which 
is under the cognizance of the Navy Department and FOA, and so 
forth. These are straight merchant ships. 

Mr. Davinson. I think I had something similar to what Mr. Pelly 
had in mind. I was interested to know this, for example. Germany 
is in third position insofar as shipbuilding is concerned, with regard 
to the figures we have today. I am just wondering whether we have 
any knowledge as to whether or not this third position which Germany 
now is able to maintain in shipbuilding, maintaining their position 
superior to that of the United States, is the result of any subsidy, 
grant-in-aid, or assistance, financial or otherwise, to Germany or 
any of these countries, from the United States. 

Mr. McMctien. The answer, of course, to that one, sir, has to be 
a compromise answer, and I would h: a to say to some degree, yes, sir. 
For example, in the countries such as Germany, Italy, and even the 
Netherlands, they were completely destroyed at the end of World War 
II. The dismantling program in Germany took all of the equipment 
out of the shipyards. As a result, today their equipment is of the 
best and newest and most modern type, which permits them to ap- 
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proach the American productivity as far as man-hours are concerned 
in the construction of ships. 

Mr. Davipson. I am informed that as a result of a recent trip made 
by a committee sent by the city of New York to Germany, that they 
have cleared this magnificent harbor at Hamburg, which the United 
States constructed for Germany at the expense of approximately 
$20 million. I was wondering whether there are any other facilities 
along the lines of shipbuilding that we had helped Germany with, 
and in which these ships were being manufactured or constructed for 
American accounts. Do you think there are? 

Mr. McMvutien. Yes; undoubtedly there are many instances. 

Mr. Davipson. That is a field that perhaps we should have a little 
bit more statistics upon in order to get the picture more fully. 

Mr. McMvtien. Yes, sir; I believe it would be advisable, because 
an offhand statement is of no account for you, sir. 

Mr. Davipson. May I go just one step further, Mr. Chairman / 

Now, with regard to the shipbuilding activities of these countries 
who have taken the lead over our own country, many of whom are 
receiving financial assistance from the United States with regard to 
their facilities, do you know whether any of these countries are con- 
structing ships for countries behind the Iron Curtain ? 

Mr. McMuien. Yes, sir. The Soviet Union has placed orders in 
many of the countries throughout the Continent and in the United 
Kingdom also, sir. 

Mr. Davinson. So some of the facilities that the United States of 
America helps to pay for in the shipbuilding field are being used by 
foreign countries to build shipping for the Soviet Union ? 

Mr. McMutten. In the shipbuilding sense; yes, sir. Of course I 
believe the entire program had a much broader aspect. It was aimed 
at the rehabilitation of all the countries in Europe and, as a result, 
their facilities have been built up and they are available to use as the 
European countries see fit. 

Mr. Davinson. Do you know of any limitations that the United 
States Government put upon their grants-in-aid or the assistance that 
they gave to these shipbuilding countries, these foreign shipbuilding 
countries, with saaaal to those nations for whom they might build 
ships? 

Mr. McMutten. Only insofar as the offshore-procurement program 
is concerned, sir. The ships which are constructed with those specific 
funds are only available for the NATO nations. 

Mr. Davinson. Mr. Chairman, I assume that if the committee feels 
that they would like to go further into that, that would be one of the 
facets of our investigation ? 

The CuatrmaNn., It is a very interesting subject, of course. He says 
that the point in control was the overall rehabilitation of these devas- 
tated countries, and its relationship between some of the countries we 
have been aiding. 

You may proceed, sir, with your normal discussion. 

Mr. McMutuen. Yes, sir. The one subject which everybody is 
hearing about these days is the so-called block obsolescence. Actually, 
to describe it very briefly, I would like to present this chart to the com- 
mittee, entitled “Fleet Replacement Requirements Compared With the 
Annual Shipbuilding Program.” (See p. 27.) 
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Mr. McMutten. This 60 ships on the chart is only used as a guide. 
What it really relates to is the skilled manpower of 36,000 men. As- 
suming that it would be possible in the year 1955 to replace all those 
ships which are now in excess of 20 years of age that are operating 
in the United States merchant marine, we would have to build ap- 
proximately 75 ships during 1955. And then starting with 1956, the 
red portion on the chart indicates the deficiency insofar as it relates 
to the manpower level of 36,000 men in those shipyards of the United 
States which can build merchant ships in excess of 400 feet or more. 
This shows the need for the ships to be replaced. 

In other words, in 1956 there are approximately, say, 5 ships which 
are approaching their 20-year life. Each year you can see that it 
gets progressively more up until 1962 when, in order to replace all 
the ships that reach 20 years of age, we have to build 65 to 70 ships 
per year. 

This green is the so-called block obsolescence. The endeavor at the 
present time, of course, is to move the green into the red, so that we 

can keep a steady level of employme nt in our shipyards. That has 
two effects: The first thing is it provides the Nation with a ready 
mobilization base as far as being prepared to go into an extensive 
shipbuilding program. The most important thing is the workers. 
If we wait until this green point is at the high level, it will not only be 
impossible to build the ships during the year because we do not have 
the facilities to build the ships, but in addition they will cost a lot 
more. 

For example, during World War IT, if you take a normal ship, 
such as, say, a Victory ship, under peacetime conditions you can 
build that ship with perhaps 800,000 or 750,000 man-hours. But 
under the conditions of mobilization and wartime, and a great ex- 
pansion, it might take double that to build the same ship. The sta- 
tistics of World War IT bear that out. 

In the first 2 or 3 years of our shipbuilding program, it required 
almost 80 percent more manpower to build the same identical ship. 
So the attempt as far as block obsolescence is concerned is to remove 
the peak to a certain degree and move it into the lower areas, so we 
can maintain a level steady flow of work in the shipyards of the 
United States. 

T next come to a subject which is also one that has been talked about 

a great deal before your committee and the other committees of Con- 
gress, and that is the construction subsidy differential. Basically, 
the intent of the construction subsidy differential is to grant the 
American operators parity with their foreign competitors. That is 
insofar as the replacement of their ships is concerned. The subsidy 
is actually to make up the difference in shipbuilding costs between 
the United States and those countries abroad which, due to their 
lower labor rates, can build ships cheaper than we can in the United 
States. 

The one mistake which is made in speaking about the construction 
subsidy differential is to talk about a percentage. Actually, it is not 
a percentage. It is a differential between the cost of a ship foreign 
and the cost in the United States. In order to illustrate that point, 
I would like to bring your attention to ships which we recently con- 
tracted for, namely the tankers for MSTS, contracts which were 
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given to the Sun Shipbuilding Co., and the one which was given to 
Ingalls. 

I am just using a tanker as an illustrative example because the 
subsidy is not applied to tankers. The cost of this tanker in a foreign 
country, a low-cost foreign center, was approximately $5,521,000, 

As you recall, the legisl: ation required that no more than 3 ships 
could be placed in any one yard which necessitated the fourth ship 
being placed in a aeons ean But if you take their actual bids on 
those ships, on a 1-ship basis, the Ingalls Shipbuilding Corp. sub- 
mitted a price of $9,201,752, and the Sun Shipbuilding Corp. sub- 
mitted a bid of $7,674,810—this is the same identical ship—as far " 
the construction subsidy differential would have been concerned, i 
would have meant that the percentage for the ship being built at 
Ingalls would have been 40 percent, but the one being built at Sun 
would have only been 28.1 percent. 

What I am trying to point out is the fact that the approach that 
has to be taken on the construction subsidy differential is to consider 
that the foreign cost of this, the estimated foreign cost, is constant, 
and the thing that varies is the United States cost, which is dependent 
upon the so-called relative hunger factor in each one of the shipyards 
that are bidding on it. 

The way the hunger factor is gaged is by the amount of overhead 
and profit which the yard is willing to cut out of their bid in order 
to make them more competitive. For ex xample, again going back to 
the case of the tankers, the Sun Shipbuilding & Drydock Go. in Chester, 
Pa., has only one ship in their yard, and if they did not get this 
contract, that meant they would have had to lay off all their shipyard 
workers. So they went in with a so-called starvation bid in order to 
make sure they got the work. 

The Cuarrman. Mr. Tollefson wants to ask a question along that 
line. 

Mr. Totierson. I thought it might be timely to ask you about esti- 
mated foreign costs of these tankers. 

Mr. McMutuen. Yes, sir. 

Mr. ToL.erson. ‘Where would you get that figure of $5,521,000 ? 

Mr. McMutten. Actually, you can “get it several different ways, sir. 
You can take the cost of comparable tankers which are being built 
abroad, which is the best way. In other words, pick out a tanker 
which is comparable in every respect or as close to that tanker as 
possible, and compare it with that one, sir. 

Mr. Totiterson. Do you get those figures ? 

Mr. McMutten. Yes, sir. 

Mr. Totiterson. And do you have difficulty getting them from 
foreign yards? 

Mr. McMutten. Sir, it is a long, intricate problem. We feel at 
the present time we have excellent information. It will vary from 
time to time. At the present time we are developing new approaches 
to the problem, and we feel that we have made a great improvement 
over the ones that have been in existence before. But it is a continual 
process. In estimating the cost of a ship, Mr. Tollefson, a great deal 
See upon first your technical judgment as far as concerns the 

various items which go into the ship, and the next thing is the back- 
ground information which you have. 
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For example, at a shipyard, say, at Newport News, or Bethlehem, 
their estimators have just been estimating the costs of ships so long 
and they have such a complete file that w hen they get a new ship they 
immediately go to their files and pull out as much of the ship, the 
greatest portion, as possible, and make up their estimate. 

Mr. Toiiterson. One reason I asked the question is because I under- 
stood the witness to say yesterday that the State Department got fig- 
ures for your Department from foreign yards. 

Mr. McMvuten. The arrangement ‘at the time that the foreign cost 
representative was established, sir, was the fact that the State Depart- 
ment felt they should have cognizance over all American personnel 
abroad. For that reason, it was necessary for the Maritime Admin- 
istration to place their foreign cost representative under the cog- 
nizance of the State Department. However, we do reimburse the 
State Department directly for his salary. At an informal meeting 
with one of their representatives several months ago, it was in Mr. 
Casey’s office, as a matter of fact, the State Department expressed a 
desire that the function be removed from their cognizance. We are 
attempting to take care of it and fulfill their desire, sir. 

Mr. Totuerson. I have one other question and I will be through. 

I asked it before, but I do not know that I understood your answer 
correctly. This is with respect to obtaining figures from foreign 
yards. Do they freely give you the figures ? 

Mr. McMuuten. You know, sir, just having the cost of a ship is not 
worth very much. You have to know the details. A ship is a com- 
posite thing. You have to approach it from a very technical angle, 
and not only have the cost of an overall ship, but also the components 
which make up that ship. Each one varies slightly. So you have to 
have a great many details. It will vary from yard to yard and from 
country to country. 

Mr. Touierson. Thank you. 

Mr. McMoutuen. The next item on the agenda consisted of the con- 
struction for the Navy. I have prepared a short summary and de- 
scription of the type of work that we do for the Navy. You have that 
in front of you, gentlemen. 

(The information is as follows:) 


THE MARITIME ADMINISTRATION ASSISTS THE DEPARTMENT OF THE NAVY IN THE 
CONSTRUCTION OF AUXILIARY VESSELS 


Certain naval auxiliary vessels can be constructed, for the most part, to com- 
mercial shipbuilding standards without in any way impairing their usefulness to 
the Navy. At the same time, the cost to the Navy is materially reduced through 
avoidance of the expensive and more rigorous standards for materials and con- 
struction employed in combatant vessels. 

Inasmuch as the Maritime Administration’s shipbuilding activities normally 
deal exclusively with ships intended primarily for commercial service, this agency 
has a construction corps which is fully conversant with commercial shipbuilding 
practices and is therefore in a position to assist the Navy in obtaining low cost 
construction of such auxiliary type craft. 

The Maritime Administration is therefore cooperating closely with the Navy 
and has entered into construction contracts in its behalf for the building of six 
new vessels. The first two are refrigerated stores ships which were awarded to 
the Ingalls Shipbuilding Corp. on August 13, 1953. The remaining 4 vessels are 
25,000-ton deadweight tankers, 3 of which were awarded to the Sun Shipbuilding 
& Dry Dock Co, on November 19, 1954, and 1 to the Ingalls Shipbuilding Corp. on 
November 22, 1954, all on the basis of competitive bids. In addition, a Mariner 
cargo vessel is being converted for the Navy to an attack cargo ship under a 
contract awarded to Bethlehem Pacific Coast Steel Corp. June 10, 1954. 
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Plans are shortly to be consummated for the continuation of this advantageous 
partnership. The Maritime Administration will be the contracting party for the 
Navy in awarding contracts for building 3 small cargo ships (ice strengthened), 
a vehicle cargo ship (roll-on, roll-off), a cargo ship (dock) (ice strengthened), 
and 2 small tankers (ice strengthened). 

In accordance with practice established in connection with the refrigerated 
stores ships and tankers already under contract, the Maritime Administration’s 
technical representatives have been made available to the Navy on a consultative 
basis in the preparation of specifications under the guidance of the Bureau of 
Ships for the additional four vessel types intended to be placed under contract 
during fiscal year 1955. 

A brief summary of the principal dimensions of the seven vessel types is given 
below. 

UNDER CONSTRUCTION 





Navy designation...| AK A112 AF 57-58 _. AO 149-152 
Type aia ....-| Attack cargo-.-- Refrigerated stores ship Tanker 
MA designs ation .| C4-S-1b.__...__- R3-S -4a T5-S-l2a 
eS es ! | 475 feet : 590 feet. 
Beam __. aah ab nec 72 feet 83 feet-6 inches. 
1 ae 44 feet-6 inches___- 43 feet-5 inches .| 42 feet. 
Contract date___._-_| June a | Aug. 13, 1953 ._- ‘ .| Nov. 19, 1954 (Sun 
| . Nov. 22, 1954 (Ingalls). 
Yard. a oe Bethlehem (Pacific coast)_| Ingalls =e ....| Sun (8). 


Ingalls (1). 
Number of ships_._-|} 1..--.--- saga awe mame naan 4. 





UNDER DESIGN 





Navy designation -._...| T-AK 270-272__. T-AK 269__. AKD 1 T-AOG 81-82. 


Type aa gaat | Small cargo ship | Vehicle cargo ship | Cargo ship (dock) | Small tanker (ice 
| (ice  strength- (roll-on, roll-off) (ice strength- strengthened). 
| ened) ened) 
MA designation _. -- | C1-ME2-13a.._...| C3-ST-14a____....| S2-ST-23a | TI-MET-—24a. 
Length, BP___- s 250 feet __ nee 462 feet_.___- ...| 435 feet 274 feet. 
Beam _._--- See: Cl | Cee _| 74 feet 60 feet-11 inches. 
Depth _- ..---| 26 feet- -6 inches _.__| 48 feet-9 inches_.__| 40 feet __- _| 26 feet—6 inches. 
Number of ships_ axsasl Mies 7 sc ies sash nc colo lid ite wee cadahc cack ae 


| 


Briefly, what it is, as I explained earlier in the presentation, is the 
fact that the Maritime has better cognizance and is more familiar 
with the commercial specifications of shipbuilding than the Navy. 
For that reason, we are the construction agents for these auxiliary ves- 
sels of the Navy. In order to carry out that function, we have ship- 
construction representatives. At the present time we have three sepa- 
rate offices, one in Camden, N. J., one at Ingalls Shipyard in Pasca- 
goula, and the third at the Bethlehem yard in San Francisco. These 
men are the on-the-spot inspectors for the Navy construction. I have 
already submitted for the record those ships which are under con- 
struction. 

As you will notice on the sheet in front of you, we contemplate, in 
addition to the 3 different types of ships which we are now building 
for the Navy, 4 new types which will be commenced some time before 
June of 1955. These four ships, briefly, as shown on page 3 of your 
writeup, include small cargo ships, ice-strengthened ac cording to the 
American Bureau of Shipping specifications, “and a vehicle c argo ship, 
commonly known as a roll-on roll-off. I will go into the det ails of a 
similar design later in my presentation. 

A third type is a cargo ship, dock, ice-strengthened, and the fourth 
type a small tanker. 

These are the general characteristics. I have listed the number of 
those ships. The roll-on roll-off will be the first one contracted for, 
and it is expected that those specifications will go out for bid sometime 
within the next month. 
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The next item on the agenda is the so-called Mariner story. I have 
prepared for the guidance of the committee a summary of the 35 
Mariner ships which we had under construction and have built. 
These 35 ships were contracted for at 3 different times. The first 25 
were contracted for on the 7th of February 1951. They were awarded 
as shown on your sheet to the Newport News Shipbuilding & Drydock 
Co. for 5, to Ingalls Shipbuilding Corp. for 5, Bethlehem, Sparrow’s 
Point, for 5; Bethlehem Steel, Quincy yard, for 5; and the Sun Ship- 
building & Drydock Co., for 5. 

(The information is as follows:) 
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On the sheet I have listed the hull numbers, the names of the build- 
ers, the names of the vessels, the date when the ships have been deliv- 
ered, and the contract price. 

The next column is the operators who chartered the ship and oper- 
ated it during the guaranty period. ‘Then there is the present status 
of the ship, and if it is in the reserve fleet where it is located, and any 
other special items are also listed. 

The sixth contract for the Mariners was awarded on the 25th of 
June 1951, with the contract going to the New York Shipbuilding 
Corp. in Camden. 

The seventh contract was on August 1, 1951, and was given to Beth- 
lehem Steel Corp., Pacific. 

At the present time we have sold several of the Mariners. A sum- 
mary of this sheet indicates that we have 25 in lay-up, there are 4 
under charter, there are 2 operating, there are 3 still building, and 1 
has been lost. We have sold three. We contemplate the sale of six 
more. One has been transferred to the Navy. The one transferred 
to the Navy is the one already mentioned as the AKA, the attack 
transport, being converted at Bethlehem Pacific. The contemplated 
sales include 4 to the American President Lines and 2 to the Oceanic 
Steamship Co. The American President Lines will modify these 
ships to a limited extent to suit their individual requirements in round- 
the-world trade. The 2 that are contemplated being sold to the 
Oceanic Steamship Co. will be converted to passenger ships having a 
total of 360 passengers. 

The sales price of these ships has been set on an average basis, and 
for foreign operation the sales price for the 20-knot ship, new, is 
$5,460,000, and for the 18-knot ship it has been set as $4,774,000. 

At the present time, the contemplated sale to PFEL, that is the 
Pacific Far Eastern Lines, for the 3 ships that they are converting, 
has been tentatively set at $5,750,000. 

The daily depreciation as calculated on these ships for foreign trade 
is $654. In other words, the foreign cost which I mentioned originally 
was new, that is, as they were completed, and each day there is a ‘depr e- 
ciation value of $654. 

The CHarrmMan. What brings on the depreciating value? Is it 
the increased age of the ship? 

Mr. McMutuen. Yes, sir. We depreciate it on a 20-year basis, Mr. 
Chairman. 

The next item that I would like to present is the Maritime Adminis- 
tration Liberty ship. 

The CHatrrman. Under what authority do you arrive at the sales 
price of the Mariners? 

Mr. McMutien. It is on the basis of the cost foreign, sir. In other 
words, under the authority of the Merchant Marine Act of 1936, the 
Federal Maritime Board is charged with setting the foreign construc- 
tion cost of these ships. On the Mariners, the United Kingdom, at 
the time these contracts were awarded, it was determined, was the low- 
cost shipbuilding center of the world. On the basis of information 
received from the United Kingdom, these prices foreign were set on 
the Mariners, and the determination was made on an average basis, sir. 

The CHatrman. What percentage is that? 
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Mr. McMutten. The percentage. I believe—I will supply the ex- 
act one for the record, sir—was approximately 42 percent subsidy. In 
other words, foreign it would cost 58 percent of the cost in the United 
States. 

(Norr.—Actual average Mariner construction differential subsidy 
is 42.6 percent.) 

The Cuatrman. What authority did you have to equalize the price 
that you would sell Mariners at? 

Mr. McMctien. Of course, the authority was granted to the Fed- 
eral Maritime Board, sir. 

Mr. Forp. I think the secretary to the Board can answer that. 

The CratrmMan. All right. 

Mr. Witiiams. Iam A.J. Williams. I am secretary to the Federal 
Maritime Board. Mr. Chairman, the averaging of the price of the 
Mariners was predicated on a decision of the Comptroller General. 

The CHarrmMan. You understand what I am asking. Under what 
authority, what act, or what part of the 1936 act, or what law, gave 
you the authority to average out the price of these ships, fixing them 
for sale? 

Mr. Wiu1aMs. Mr. Chairman, I am not certain that there is any 
provision in the act that would authorize the averaging of the price 
of 35 Mariners. There is a provision in the Merchant Marine Act of 
1936, section 705, which provides that the price shall be fixed as of the 
date the contract is executed. In the case of the Mariners, 25 ships 
were contracted for on a particular date. Five were contracted for on 
another date, and five were contracted for on a third date. The Board 
had previously determined three separate prices, based on those dates. 
Later the matter was referred to the Comptroller General, and it was 
the Comptroller General’s opinion that the prices of all of those ships 
should be averaged. On that basis, the Board averaged the price. 

The Crnatrman. The elapsed time in the letting of these contracts, 
the maximum time, was how much? 

Mr. Wiir1am:. Sir, I can only give you a guess on that. 

Mr. McMvten. I have the exact dates, Mr. Williams. 

The Cratrman. Tell us what they just approximately. 

Mr. McMutxen. The first one was February 7, 1951, and the last 
date was August 1, 1951. 

The Cratrman. All of them were in 1951? 

Mr. McMutten. Yes, sir. 

The Cuarrman. The contracts for the full 35 were in 19512 

Mr. McMutten. Yes, sir. 

The Cnatrman. How much had the foreign differential changed ? 

Mr. McMctzxen. Not very much, sir. 

The Crarrman. Then what makes the cost of these ships so vastly 
different ? 

Mr. McMvutxen. The cost that you have here is the United States 
price, sir. 

The Cuamrman. That is what I am speaking of. 

Mr. McMutazen. The sales price is based on the foreign cost, sir. 

The CHarrmMan. These ships are let in groups? 

Mr. McMoutten. Yes, sir. 
The Cuatrman. And each contract has as many as 3 to 5 ships? 
Mr. McMutten. They all had five, yes, sir. 
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The Cuarrman. What made the cost to the Government, to the 
Maritime Administration, to have such a difference ? 

Mr. McMoutten. Sir, there were 35 ships bid out. Naturally, the 
one with the lowest bid was the Newport News Shipbuilding & Dry- 
dock Co. That was $7,775,000. 

The Cuamman. How much was the next one? 

Mr. McMutien. The next one was the Ingalls Shipbuilding Corp. 
at $7,898,000. 

The Cuarrman. What was the highest price ¢ 

Mr. McMutten. The highest price was the last one, which was 
given to the Bethlehem Steel Corp. in San Francisco, and that was 
$9,493,000. 

The CuHammMan. What made such a difference in the price? 

Mr. McMoutten. Two things, sir. The first thing is the United 
States cost went up very steeply during that period of 6 months, and, 
secondly, was the fact that they were alloc ated to the different yards 
around the country. In other words, New port News could have built 
all 35 at the same price or a much cheaper price, but the intent at the 
time was to allocate the work throughout the United States. 

The Cuarrman. United States costs advanced ? 

Mr. McMutten. Yes, sir. 

The CHatrman. And the foreign costs remained about the same? 

Mr. McMutten. Well, they went up slightly, yes, sir. 

The Cuairman. Then there would be a reduction in the foreign 
differential on the last ships ? 

Mr. McMutten. On the last ships, the differential would be much 
higher, percentagewise. In other words, take the foreign costs at 
$4, 770, 000, which is the sales price at 18 knots. You have to consider 
that remaining constant and the United States cost going up because 
of the two factors, the increased cost of building in the United States 
and the allocation of the ships to the various y yards. 

Iam sorry, Mr. Chairman. I see I have not answered your question. 
Let me explain it this way, sir. All of these ships were contracted 
for in the United States. The prices vary from a low of $7,775,000 
to a high of $9,493,000. Let us assume that during that period of 
time the foreign shipbuilding costs remain the same, just for discus- 
sion purposes. Therefore, from a construction subsidy angle, although 
that was not considered at the time because these ships were for 
Government account, the percentage of the construction subsidy on the 
last ship would have been much higher than it was on the first ship. 
But the foreign cost of the last ship ° would have been exactly the same 
as the foreign cost of the first ship. 

Mr. Davipson. Mr. Chairman, if I may, I do not like to interrupt 
so frequently, but I do have a question here. 

I think from what the witness has said there is one thing that has 
become quite evident and that is that one of the factors in the increased 
cost of shipbuilding in the United States possibly might be this 
requirement under the law that no more than 4 ships can be built in 
| yard, or contracts for 4 ships can be let to any one yard. 

Would you say that is so? 

Mr. McMctten. That is not in all the legislation, sir. That is in 
specific legislation. It was the case of the tankers, the MSTS tankers, 
restricting it to 3, and in the case of the Mariners it restricted it to 5. 
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Another factor, sir, is that Newport News could not have delivered 
all 35 ships. 

Mr. Davipson. I appreciate that. But it is a factor that the more 
ships built in a yard the more the price would go down. Is that not so? 

Mr. McMc ten. Definitely, sir. 

Mr. Davinson. If you have Ingalls yard, and they produce 1 ship 
once in awhile, their cost for producing that ship would be $9 million, 
whereas the Sun yard would be $7 million, because it is a more active 
vard, their facilities are there, they buy things in larger quantities, 
and so forth, is that not right ? 

Mr. McMotten. Their overhead per ship goes down; yes, sir. 

Mr. Davinson. That is right. So it would be also for these foreign 
countries. England, which stands first in shipbuilding, and possibly 
in view of the United States policy of rehabilitation of these coun- 
tries we have helped here to improve her facilities for shipbuilding, 
she stands first and she builds the most ships. 

Mr. McMoutten. Yes, sir. 

Mr. Davipson. One of the reasons that she builds the most ships 
is because her costs are the lowest. 

Mr. McMc ten. Yes, sir. 

Mr. Davinson. And one of the reasons that her costs are the lowest 
is because she is building the most ships. 

Mr. McMoutien. Actually, at the present time, the trend in the 
United Kingdom is going up very rapidly. 

Mr. Davipson. That is happening all over the world. 

Mr. McMc tren. Yes, sir. 

Mr. Davipson. But if we take the course in this country that will 
help foreign governments to build ships, they are going to be able 
to beat us as far as the costs are concerned, in geometric progression ; 
are they not? 

Mr. Roseson. Is not the factor you are not emphasizing in costs 
the difference in production per man-hour, when a ship is built with 
fewer man-hours, it costs less? 

Mr. McMoutten. Yes, sir. 

Mr. Roseson. That is basically involved in a lot of costs, too? 

Mr. McMutten. Yes. Actually, you see, the labor rates on the Pa- 
cific coast are higher than they are on the east coast. So there is a 
differential of perhaps 10 percent in the labor rates between the east 
coast and the west coast. Since labor in the United States makes up 
approximately 45 percent of the total cost of the ship, that increases 
the cost of the ship by 5 or 6 percent. 

Mr. Rorrson. How do the man-hours used to build the ship com- 
pare ? 

Mr. McMctien. That depends on the individual yard, sir. 

Mr. Roseson. And it varies? 

Mr. McMutzen. That varies from yard to yard, considerably ; yes, 
sir. For example, it is quite obvious that the man-hours involved 
between Newport News and the Sun Shipbuilding Co., all of whose 
contracts were let on the same day, varied almost directly as the con- 
tract price varied, sir, because you can assume the material would be 
available to everyone at aproximately the same cost. 

The CHarrMan. Then it it is not correct to say that the differential 
in price, this $1,418,000, is all due to advance in cost. It was a differ- 
ence in the cost in location. 











pie 


Ln REE Nie. os 


2 senate bey Ga eS nh TaD 


Ate 


o arise 


4 einen 


hehe? 


aise 





MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 5] 


Mr. McMutten. Yes, sir. 

The CuarrMan. If what you had said was correct, do other things 
reflect the same advance in cost in the same period ? 

Mr. McMutten. In the heavy industries, yes, sir, there would be 
a slight trend upward during that period. According to the material 
and metal saan index there was an advance during that period. 

The Cuarrman. Mr. Williams was going to explain something. 

Mr. WittiaMs. I was going to elaborate a little more, Mr. Chair- 
man. I think we are a little bit confused on the method of pricing 
these ships. The pricing of the Mariner ships is predicated upon the 
foreign costs solely. It has nothing to do with the American cost at 
all. The only way that the American cost gets into the picture is in 
arriving at the percentage differential, as Mr. McMullen explained 
early in the meeting here. So between February and August, there 
was a rise in the foreign-cost figures that we had. That accounted 
for the increase between February and August. 

The price of the ship is based upon the foreign cost; not upon the 
American cost. 

The CHarrMan. But you have averaged the price of these vessels? 

Mr. Witu1aMs. Yes, sir. 

The CHarrMan. This was the first instance that you ever had con- 
cerning the price of vessels? 

Mr. Wuu1aMs. Yes, sir, except in the Ship Sales Act. In the Ship 
Sales Act, of course, the Congress specifically authorized the fixing 
of an average price for certain types of ships. But in the Merchant 
Marine Act there is no authority that I know of for averaging the 
price of ships built under title 7. 

The CuHarrmMan. Then did the Ship Sales Act set the precedent? 

Mr. Wiu1ams. No, sir, I do not think so. I think the Comptroller 
General’s decision was predicated on what he considered to be good 
sense and good judgment. Whether that is so or not, I would not 
state. But he felt as long as you were selling these ships, they ought 
to be sold at the same price to everybody. 

The CHarrMANn. But existing law would have required you to have 
sold them on individual costs ? 

Mr. Wiu1aMs. As of the three particular dates, yes, sir, 25 ships at 
one price, 5 ships at another price and 5 ships at another pricé. 

The CHatrman. That would have been the manner and the way 
under which you would have sold in accordance with the law. 

Mr. Witu1aMs. That is right. That is the way the Board’s decision 
was written. You are probably aware, Mr. Chairman, that we have 
a very close liaison with the Comptroller General’s office now. When 
that decision was ready for publication, it was sent to the Comptroller 
General’s office for his perusal and agreement, if he did agree. 

The Cuarrman. Mr. Tollefson ? 

Mr. Totuerson. As far as the Government is concerned, it would get 
exactly as many dollars whether they averaged them or priced them 
separately ? 

Mr. Wiiu1aMs. If you sell 35 of them; yes, sir. 

Mr. Ropeson. Would you mind telling me what you mean by cost ? 
Where do you get that cost? What is that cost ? 

Mr. Witu1aMs. We heretofore have gotten our foreign figures from 
the State Department representatives abroad. Captain McMullen is 
working on a new procedure now. 
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Mr. Rozeson. What was that cost that you base the sale of Mariners 
on? What was that cost? Is it an average foreign cost or the cost 
of a certain country with the lowest cost of the country or the average 
cost in the country ? 

Mr. WittiaMs. It was the low cost in a particular shipbuilding 
center. 

Mr. Rozeson. Ina particular country ? 

Mr. WitiiaMs. Yes, sir. 

Mr. Roseson. Was that the lowest cost that was foreign ¢ 

Mr. Wiiu1AMs. That was considered to be the lowest cost that was 
foreign ; yes, sir. 

Mr. Ropeson. That was the lowest foreign cost ? 

Mr. WitttaMs. Yes, sir. 

Mr. Rogerson. Would it be a secret to state what country that was? 

Mr. McMutien. No, sir. That was the United Kingdom at the 
time, sir. Sir, the Jow-cost center has various factors involved. First, 
it is the ability of the country to build the ship. Secondly, there is 
a factor of delivery time. Third is the political stability of that 
country. And all of these are in conjunction with low cost. 

Mr. Rorrson. Then you mean this was a theoretical cost, the coun- 
try not having built a similar ship but you assumed they would build 

a ship, and if they did build the ship it would be this cost ? 

Mr. McMutten. That is right, sir. It is a reasonable cost estimate 
in that country of a ship to these plans and specifications. 

Mr. Rosrson. So the fact of the matter is that we are not placing 
these prices on an actual cost but on somebody’s estimated cost ? 

Mr. McMoutten. That is right. 

Mr. Roprson. And that depends on the ability of the estimator to 
estimate correctly ? 

Mr. McMutten. Yes, sir. 

Mr. Ronrson. So we have another variable factor ? 

Mr. McMutten. Yes, sir. That is the way the Merchant Marine 
Act of 1936 is set up. It states in there a reasonable cost estimate in 
the low-cost shipbuilding center. 

Mr. Roseson. I am not trying to find fault, but we want to know 
exactly what is done so we know exactly where we are. 

Mr. McMutten. Yes, sir. 

Mr. Rosrson. Thank you. 

Mr. Byrne. Mr. McMullen, I am from a shipyard area near Phila- 
delphia, with the various shipyards and the Philadelphia Navy Yard. 
You made a statement that the Navy had farmed some work out to 
private industry. Could you tell me why, when the Philadelphia 
Navy Yard is having these layoffs, with skilled help being thrown on 
the street? Do they not have the facilities to do some of this work? 

Mr. McMutien. Yes, sir, they do have the facilities. I do not 
believe I mentioned that earlier, sir, but actually what it is is the 
Navy Department is attempting to stabilize the manpower figure, 
which is employed in the naval shipyards throughout the U nited 
States. At the present time that might be, say, 100,000 men. 

Mr. Byrne. We are down now to 9,000 men. 

Mr. McMvtuen. That is just in those yards which ean build 
oceangoing ships in excess of 400 feet in length. 

Mr. Byrne. The Philadelphia Navy Yard could take care of that. 
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Mr. McMu tien. Yes, sir, but they do not build merchant ships. 
The 36,000 figure that we talk about is the figure for the commercial 
shipyards for the United States. It does not include navy yards, 
sir. It only includes those commercial yards which are capable of 
building oceangoing tonnage in excess of 400 feet in length. 

Mr. Byrne. Thank you. 

Mr. Van Pext. What is the connection, if any, with the United 
Kingdom ship operation? The companies that construct these ships, 
are they private or are they operated by the government ? 

Mr. McMutten. In the United Kingdom, sir, it is all private 
construction. There is no direct Government subsidy to the ship oper- 
ators. There are hidden subsidies in the operation of the various 
steamship companies, but there is no direct subsidy to the shipyards 
in the United Kingdom. 

The CHarrMan. Proceed. 

Mr. Minter. How do they hide those subsidies ? 

Mr. McMutten. For example, they permit rapid writeoff on their 
equipment. In a country such as Japan they use a thing called the 
sugar link, in which the shipyard quotes a price to the steamship opera- 
tor at so much a deadweight ton, and the operators say “I will not pay 
you that, but I will pay you $20 a deadweight ton less.” They go to 
the middle company which gets permission from the Government to 
import sugar into Japan and tax free, and then they sell the sugar 
and make up the difference. That would be one type of hidden sub- 
sidy, sir. 

Mr. Davinson. Aside from the hidden subsidies, if a country, 
through its commercial shipbuilding facilities, builds new ships, 
the necessity for governmental subsidy goes down ? 

Mr. McMutten. Yes, sir. 


Mr. Davinson. It is more economical to build all of these ships. 

Mr. McMoutten. Yes, sir. 

Mr. Davinson. The problem in our country is to stimulate the build- 
ing of ships for all of the reasons that we have heard here. Assum- 
ing that you have an annual shipbuilding program of 60 ships, as 


‘ you point out, and our cost, as you also stated, is 30 to 40 percent 


higher. That is, if a ship costs $5 million to build foreign, our cost is 
$7 million. This is undoubtedly oversimplification, but there is a 40 
percent differential there. That seems to jibe with the figures that 
we have been hearing. 

On the basis of a 60-ship program, that would mean about $120 
million, $2 million on a ship. 

Mr. McMutten. Yes, sir. 

Mr. Davinson. If the United States was interested in stimulating 
its shipbuilding facilities, has there ever been any study made as to 
what the final, actual cost to this Government would be if we spent 
$120 million in a program of that kind by way of subsidy and how 
much of that would be returned in the form of income taxes here in 
the United States? 

Mr. McMuuten. There have been individual steamship companies 
who may have made up such analyses, sir. 

Mr. Davipson. It seems to me that on the basis of the labor, on the 
basis of the materials, on the basis of the profits to the companies 
building these ships, that we would be pretty close to that 30 percent 
figure anyway, and probably get all of this money back. It would 
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stimulate shipbuilding to a point in this country where it would bring 
the cost of building them } laa bring our manpower into the ship- 
building field, retain our skills, and keep our yards active, and have 
a larger merchant marine. Perhaps the whole cost here is something 
that is much larger at first glance than what the actual cost to the 
Government might be if we investigated that phase of it. 

Mr. McMcuten. Yes, sir. Also a further consideration is that of 
national defense. Actually, the merchant marine represents the 
fourth arm of our defense team. In sum and substance, it is the only 
branch which is not 100 percent subsidized. It is a very important 
member of the defense team, in which you have private capital sup- 
porting your mobilization requirements during time of peace. 

The CuarrMan. You may proceed. 

Mr. McMutten. Yes, sir. The next subject I would like to discuss 
is one that the committee has heard a great deal about, and that is our 
Maritime Administration Liberty ship conversion and engine im- 
provement program. 

This program has really three basic reasons behind it. First, we 
wanted to consider the possibility of upgrading or speeding up the 
1,500 Liberty ships we have in our reserve fleet. At the present time, 
there are, in round numbers, 2,000 ships in our reserve fleet, 1,500 of 
which are Liberty ships which have a sustained sea speed of 10.5 
knots, making them not completely unsuitable but not desirable inso- 
far as transport in time of war is concerned, because of submarine 
menace, 

Therefore, the Maritime Administration embarked on this program 
to investigate the possibility of speeding up a limited number of 
these ships to improve the status of our reserve fleet. The second 
objective of the program which was possible to work into, since we 
were converting four ships, was to embark on an engine improvement 
program. The attempt here was to do research work, applied re- 
search work in new types of propulsion which would result in lower 
costs, both for construction and of operation. 

The third objective was the important one of cargo handling. Ac- 
tually, the most important thing in a dry cargo ship is its cargo 
handling facilities. At the present time, we use the famous Burton- 
ing gear. In order to investigate the possibility of improving the 
existing type of cargo handling gear, we instigated the new type of 
cranes which would be put into these ships. 

There were four ships in this program, and the first ship contract 
for conversion has been let to Ira S. Bushy & Sons, in Brooklyn, 
for steam propulsion. We are converting the ship. Here you see the 
sketch. i 
The colored portions of this plan are those portions of the ship which 
are different than the Liberty ship as it exists today. We applied new 
types of cargo handling gear, according to the recommendations of the 
Military Sea Transport Service. We added straps to the ship in order 
to stiffen the ship to insure against any breakage under the new power 
conditions. We inserted a deep tank for ballasting when the ship was 
light. 

If you recall, during World War ITI it was necessary for all of our 
Liberty ships to carry sand ballast so that when they were coming 
back in convoy they would keep stations. They had approximately 
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about 2,500 tons of ballast. We have gotten around it by using a 
) ballast tank. 
Finally, in the engineroom, where we have taken some existing 
} steam propulsion machinery which we had in our warehouses, we are 
' converting the ship to a 6,000 shaft horsepower ship. 
4 As of the present time, it is 2,500 indicated horsepower. 
: The second contract was awarded to the Bethlehem Steel Corp., 
Key Highway Yard in Baltimore. That was a ship which we are con- 
verting to diesel propulsion. This contract was for $3 million and con- 
sisted of a completely new machinery plant, and two Baldwin Hamil- 
ton engines, coming from the Hamilton plant in Ohio, which would 
burn heavy fuel. In addition on this ship, we decided to cut off the 
bow 110 feet aft of the present bow and put on a new bow which would 
make the ship 25 feet longer overall. This was done for the purpose of 
fining out the ship and giving it better sea-keeping qualities, so we 
would be better able to compare the exact sea-keeping conditions of the 
short hull or existing Liberty ship against the modified Liberty ship 
with a new hull. This will, for example, permit us to evaluate the 
economic advantages and also the technical advantages if, in the event 
of the emergency, we had to use the Liberty ships. 
The question is, Should you lengthen the ships or leave them the 
same length? We will be able to decide that by this experiment. 
The next thing we did on the second ship was to put on a radically 
new type of cargo-handling gear in the form of cranes. The Maritime 
set up performance specifications for these cranes and permitted the 
> industry to meet them as they saw fit. Actually, on a ship you would 
have all the same type of cargo-handling gear, but in order to extend 
the program and get the maximum benefit from it, we have a different 
typeaft than we have forward. Aft we have two cranes on rails which 
can run longitudinally along the deck of the ship over the hatches, 
and forward we have athwartship positional cranes. 
In other words, the cranes can be positioned either port or starboard, 
depending on which side the ship is loading. It is our intention that 
} this ship and the first ship, the steam-propelled ship, will be com- 
| pletely instrumentated when the conversion is completed, and sea trials 
will be run in conjunction with the David Taylor Model Basin and 
ourselves, in order to accurately and very thoroughly predict’ the sea- 
keeping qualities of two similar types of ships. 
It is something which has not been done before, and it will give us 
a great deal of factual information in making up the new ship lines 
and so forth when we proceed with our new designs. } 
The third and fourth conversion consisted of putting emphasis on 
the engine-improvement phase of the program. We went out to indus- 
try and requested proposals on gas turbines in order to see if it would 
not be possible to apply this new type of propulsion to the merchant 
fleet. We obtained at that time proposals from 11 different engine 
manufacturers throughout the United States, all of whom expressed 
' a great deal of interest in the program. 
As a result of these careful studies of these proposals, the Maritime 
Administration selected the gas-turbine proposal submitted by the 
General Electric Co. of Schenectady, N. Y., in order to put in the gas 
turbine which they are currently producing for pipelines, locomotives, 
and for electric-power stations. In other words, we are able to take 
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a completely commercial unit and apply it to the Liberty-ship pro- 
gram, and in conjunction with a controllable pitch propeller, which 
is being manufactured by the S. Morgan Smith Co., in York, Pa., we 
will now have the most modern and largest gas-turbine-propulsion 
plant in the world. 

It is a program in which a great deal of interest has been centered, 
not only in the United States ‘but also abroad. I think I can safely 
say that the merchant marines of every nation are looking forward 
to the results of this program. 

One of the interesting phases of the gas turbine was the fact that 
we were able to purchase the equipment at a cost which was comparable 
to that of a present-day steam plant. All in all, it cost the Govern- 
ment about $150 to $155 per shaft horsepower for the material. That 
is exactly the same range that steam equipment costs. In view of the 

fact that this is the first time it has ever been done, we think this has 
been a real bargain for the Government in this particular program. 

The Cuarrman. Would you explain that gas turbine, the propul- 
sion, just a little more? What is that motor or engine? How does it 
operate ? 

Mr. McMutten. A gas turbine is an internal-combustion cycle, in 
which you take air coming from the atmosphere and bring it through 
a straight axial flow air compressor. In other words, you compress 
the air from atmospheric pressure to some pressure, say, 6 or 7 times 
atmosphere, and during the compression you increase the tempera- 
ture of the air. 

The next thing that happens to it in a simple cycle is that it goes 
into a combustion chamber. Due to its elevated pressure and tempera- 
ture, when it is united with the fuel oil, which may be anything such 
as jet fuel, gasoline, kerosene, or fuel oil, diesel oil, it combusts in the 
combustion chamber. These gases of combustion ‘then pass through 
a turbine. This turbine is used to drive the compressor. 

In other words, you need a certain amount of work to drive the 
compressor, so you have the turbine compressor. After it passes 
through this turbine, expanding as it goes, decreasing in temperature, 
due to the heat drop that you take out going through the turbine, it 
passes through a second turbine, which is called the power turbine. 
This power turbine drives through the reduction gear into the pro- 
peller of the ship. 

The Cuatrman. I was interested to know whether the engine used 
gasoline, crude oil, and so forth. 

Mr. McMutten. You can use anything, sir. That is one of the big 
advantages, sir. 

The CuarrmMan. That is what I wanted to know. That is the in- 
formation I wanted. 

Mr. McMutten. Actually, in our experiment we are also going 
quite extensively into burning heavy fuel in the gas turbine, that is, 
heavy bunker fuel. One of the problems is involved in the fact that 
temperatures in the gas turbine are very high, about 400° F., and at 
that temperature you get certain depositing on your blades. We now 
feel that in conjunction with the General Electric Co. we have found 
a method of centrifuging, washing, and adding inhibitors to this oil, 
so we will be able to operate the turbine for long periods of time 
without deposits. The gas turbine is the same as ‘applied to the jet 
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engine. A jet engine is the gas turbine without the power turbine. 

Instead of taking } your power out through the second turbine, you 
let the blast go out in the form of a jet. 

Mr. Muxer. Turbojets do just what yours does ¢ 

Mr. McMutten. Yes, sir. 

Mr. Minter. Yours is just a big jet engine ¢ 

Mr. McMu ten. Yes, sir. 

The Cuatrman. And this is the first experiment with ships 

Mr. McMutten. It is not the first, sir. It is the first with a mer- 
chant ship in this country, and it is the largest in the world. Basical- 
ly, there have been several attempts. The Navy hasa program at the 
present time underway. But this will be the first marine installation 
in aship of this size. 

Incidentally, sir, the last three ships also have the hulls modified 
as indicated on this diagram. That is, we are lengthening them 25 
feet in order to give us better sea- keeping qualities. 

The fourth ship i in the program has been used for the installation, 
or will be used for the installation, of the free-piston gas generator, 
gas turbine combination powerplant. A free piston is essentially 
a two-stroke diesel cycle, but instead of taking the power off as you 
do in your automobile through the crankshaft, we take it off pneu- 
matically, with gases. 

In other words, it is a diesel engine without any crankshafts or con- 
necting rods, and it is all in one cylinder. If you can visualize your 
6 cylinders of your automobile, or the 6 cylinders of a diesel engine, 
the power that you get out of that in 1 cylinder with 2 opposed pistons 
just floating against each other, with ‘detonation on the inside and 
compressing air on the outside, the compressed air supporting the 
combustion, and taking off these gases of combustion through a gas 
turbine, that is what the free-piston combination will do. 

It has many inherent advantages. First of all, it will permit us 
” go toa standard-size engine which, in the event of mobilization, will 
be able to be manufactured anywhere i in the United States. So if you 
have a ship, and you want 6,000 horsepower, you can put in, say, 6 
of these units. If you want a ship of 3,000 horsepower, you can put 
in 3 of the units, identical. 

So, naturallly, if you produce them on a mass basis, the cost will 
naturally be much less th: an a comparable diesel engine. 

The next big advantage is the fact that in comparison to a diesel 
engine which at the present time is the most efficient form of propul- 
sion we have in the marine field, it permits us to obtain a better fuel 
economy, due to the absence of the mechanical losses which are caused 
by the connecting rods and crankshafts, and so forth. 

This equipment was developed by a company in France, and the 
: leveland Diesel Engine Division, in Cleveland, Ohio, is the Ameri- 

an licensee for it. It is expected that the equipment will be delivered 
ia ard the end of this year. Both the gas-turbine ship and the free- 
piston ship should be in operation sometime, say, in approximately 
| year. We will then be able to evalute both of these powerplants 
against each other and also against the diesel plant and the steam 
plant in the first two Liberty- ship conversions. 

Mr. Chairman, we are preparing a report for your committee. I 
hope to have it ready for your consideration in approximately 2 or 
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3 weeks. At that time, we will submit to you all the details as to 
the contract awards and the various phases of the program. 

(The information was later furnished and will be found in appen- 
dix on p. 337.) 

The Crarrman. These four conversions are fixed contracts and 
will be delivered approximately when ? 

Mr. McMutten. The contracts for the first one at Ira H. Bushy 
we expect sometime around July, and with the Bethlehem Steel Co. 
in Baltimore it will be sometime in late November. 

On the third and fourth ships, the equipment—we are still firming 
up the delivery date of the equipment—should be delivered sometime 
before January, next year, sir. Actually, the program is moving in 
one way very rapidly when you consider we are getting two radically 
different types of propulsion in less time than we could buy a con- 
ventional powerplant. We are very pleased with the progress of the 
program, sir. 

The next item on the agenda consisted of mentioning again the 
AKA conversion, which has been brought up several times. That 
is the Mariner which is being converted for a Navy attack transport 
out at Bethlehem. I need only add that the authorization to convert 
this ship to a Navy attack transport was granted in October 1953, 
and the anticipated completion date is sometime in November 1955. 

Mr. Mitter. Is that ship turned over to the Navy for that purpose ! 

Mr. McMutten. Yes, sir. That will be called the U. S. S. 7wlare, 
and will be operated by the Navy, sir. 

The next item that I come to is the emergency ship-repair program. 
Before you you have this blue pamphlet. It is a progress report on 
this program as of December 1954. This program, as you gentlemen 
will recall, was authorized in the last Congress, and the appropriation 
was made to the extent of $12 million for the repair of those ships 
in the reserve fleet which had not been surveyed either before or since 
their entry into the reserve fleet at the end of World War IT. 

(The pamphlet referred to will be found in appendix on p. 324.) 

The ships were designated by the Navy Department, and on their 
designated lists there were a total of 205 ships. The program was 
instigated 

The CHarrman. What do you mean by “designated”? Did they 
pick out particular ships? 

Mr. McMutten. Yes. sir. They picked out the ships which would 
be repaired under this particular program, sir. 

The CuarrMan. How did they go about to select a ship or any ship? 

Mr. McMuten. First consideration, sir, was the fact of whether 
the ship had been surveyed since World War II. The next considera- 
tion was its expected use in the initial stages of any mobilization 
program. So, actually, none of these ships, with a very few excep- 
tions, are the Liberty ships. All of them are the higher speed Victory 
ships and others, Victory ships and attack transports. 

The program, as such, had three fundamental purposes. First of 
all, of course, it was to survey these ships and to see their exact con- 
dition at the present time. The second purpose was to obtain the 
necessary repairs to improve the readiness of these ships at this time 
of comparative idleness in our shipyards and, therefore, be able to 
do it at lower cost to the Government. 

The third objective, of course, was to assist in our ship-repair in- 
dustry in maintaining the manpower level in those yards. 
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The program as originally contemplated was that we would be 
able to withdraw 50 ships and repair them under the $12 million 
appropriation. Actually, due to the condition of the ships being 
better than we had antic ‘ipated ; and, secondly, due to the cooperation 
of the industry in obtaining low bids on these ships, we now predict 
that we will be able to repair 70 of the ships under the present appro- 
priation of $12 million. 

One of the things I might add that handicapped us slightly in 
this program was ‘the matter of administrative funds which were 
appropriated or designated at the same time. They allow the Mari- 
time Administration $150,000 to administer the whole program. 
Actually, it just was not sufficient due to the fact that we had to 
have inspectors on all these ships, and it caused us to pull our repair 
and maintenance men from other duties in the field of supervising 
repairs on subsidized ships in order to complete this program. 

Mr. Asuiey. What was the disposition of these ships prior to the 
passage of the ship-repair program? Where were they, for example? 

Mr. McMutien. They were located in the various reserve fleets 
throughout the United States. 

Mr. AsHiEy. They were not in use? 

Mr. McMvutuen. No, sir, they were all in the laidup fleet. 

Mr. Asutey. Will they go back to that ? 

Mr. McMctten. They will go back to the laidup fleet, and actually, 
as in the repair program described here, sir, we did not make any 
repairs which would in any way have to be completed the second 
time when the ships are taken out. 

For example, there was practically no bottom painting, there was 
no rebricking of the furnaces, there was no interior painting work 
accomplished. The main objective was to improve the readiness. 
That is just to correct those deficiencies which would have to be com- 
pleted if the ships were withdrawn in time of emergency. 

Mr. Asuury. I see. 

Mr. McMutien. As far as the expected future program Is con- 
cerned, at the present time, and you will notice it in the chart, we 
expect that the 70 ships will be completed under the $12 million 
appropriation. 

In our next year’s budget, there has been a request made for an 
additional $6 million in order to continue this program. If granted, 
we estimate that there will be approximately 105 ships which we ean 
repair and survey under this program. 

The CratmrMman. In this special report you have on this program, 
does that give the number of ships that have been taken out and put 
back in the reserve fleet ? 

Mr. McMctren. Yes, sir. 

The Cuarrman. Does it give the condition in which the ship was 
found? 

Mr. McMutien. No, sir. 

The CuarrmMan. Does it give what was done to the ship / 

Mr. McMvuuuen. No, sir. We did not include the survey «” each 
ship, but we included the prices. You will notice, for examp!e, sir, 
on the last table in the report, we included the names of all the 
ships 

The Cratmaman. What page is that ? 

Mr. McMvuuien. That is on the last table, sir. 
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The Cuatrman. The last page of the report. Yes. I see it. These 
are all the ships that were used in this program ¢ 

Mr. McMut.en. Yes, sir, that have been worked on to date as of 
December 31, sir. 

The Cuamman. How many have been worked on! You say 70 
but how many have you taken out and put back ¢ 

Mr. McMutien. I can tell you exactly the number in just a minute, 
sir. As of the present time, there were approximately 35 ships taken 
out, and, naturally, there is a delay in returning them, because we go 
through the work phases, and they are returned as that is ¢ ompleted. 
The Cuamman. How many are there in the yards at the present 
time / 

Mr. McMvtten. In the yards at the present time there would be 
about 7, sir, about 7 or 8 in the at area. 

The CuatrmMan. That is 7 or 84 

Mr. McMutten. Seven or eight ships. 

The CuarrmMan. That is scattered over all the yards? 

Mr. McMutuen. Yes, sir. We keep taking them out in phases, sir. 

The Cuairman. But there are 7 ships now, and you are taking them 
out in lots of 7 or 8 or 104 

Mr. McMvcuien. We take them out in the various areas. 

The Crairman. And that isas the yards can handle them ¢ 

Mr. McMuusen. Yes, sir; more or less. We try to gage the work- 
loads in the various sections. 

The Cuairman. Did I understand you to say that the ships did not 
require any bottom painting ¢ 

Mr. McMuten. No, sir. 

The CuarrmMan. They did not 4 

Mr. McMunien. Well, it is not that. Naturally, the ships before 
they can be put into actual service, sir, would require bottom painting, 
But we did not paint them because of the fact that they are going 
back into the reserve fleet. 

The CuatrrmMan. How did you find the bottom of the ships as a 
result of the electronic system or whatever kind of system you used ¢ 

Mr. McMutuen. Inthe cathodic protection 4 

The Carman. Yes. We determined some years ago to spend a lot 
of money to put that around the reserve fleet. What did you find 
that that system did ? 

Mr. McMvuien. Actually, the overall effects of the system are very 
excellent, sir. For example, in those ships which have been subjected 
to this cathodic protection, none of them have been subjected to it for 
their entire time in the fleet, but you can almost see the arresting 
effects as far as the corrosion is concerned from that time that the 
system was installed. The overall effect of that system is very good. 
sir. 

The CuatrMan. You would say, then, that the system has been 
worth what it cost ? 

Mr. McMuuuen. Yes, sir, every bit of it. That isa very worthwhile 
thing, and it has reduced the maintenance cost of these ships to a very. 
very high degree. Actually, it figures out, I believe, on an annual 
basis, where this costs about $200 a ship, and the detrimental effects 


of the corrosion would be much higher than that, if you were to repai: 
it again, sir. 
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The Cuarrman. What about the mothballing or the closing of the 
ship. How did you find the ships as a result of what had been done 
there / 

Mr. McMvtuen. Actually, sir, mothballing is not the correct term. 

The CuamrmMan. Well, give me the correct term. 

Mr. McMutien. The Navy Department mothballs their combatant 
ships. That is a system of dehumidification by the use of vacuum 
pumps and extracting the humidity from the air and also by the use 
of such things as silica gel which you hang in the various compart- 
ments in order to absorb any moisture which may develop. We pre- 
serve them, in our fleet, and the distinction is that we simply open up 
everything and coat it with some type of oil or grease, and paint. 
So our two preservation methods are paint and grease. 

Actually, many of the ships have been severely damaged by torpe- 
does and groundings and so forth. For example, if you will notice 
on page 5 of the report, we discuss the steamship J/atthew Lyon, which 
was a Liberty-type cargo ship converted to a Navy AKM, which is 
some type of a minelayer. This ship when we took it out of the 
reserve fleet, we found, had a hog in it. That is, the keel was actually 
pushed up to the extent of 18 inches. We returned that ship to the 
reserve fleet with no repairs whatsoever, and immediately sent a 
recommendation to the Navy Department that this would be one of the 
ships that should be serapped under this program. 

Mr. Mitier. Mr. Chairman, I was just noticing in this table on 
the next to the last page expenditures of these ships running around 
$20,000, except for one, the Ostara, which was $140,000. What did you 
dotothatship? The Ostarais listed about halfway down. 
the Charleston shipyard. 

Mr. McMutien. Yousay the price was what, sir? 

Mr. Miniter. $140,000. 

Mr. McMu.ien. That is an attack transport, sir. 
notice, it included phases 2 and 4. 
the phases. 


That is in 


As you will 
The numbers up above indicate 
Each one of these ships is an individual item, sir. I do 
not think you can compare one against the other. 

Mr. Minurr. I appreciate that. 
ing expenditure—— 

The Charman. I want to hear the explanation. 

Mr. Mitier. That is what I want to hear, too. 
are all individual items. 

The Cratrman. What was it? 

Mr. McMutien. As to the exact conditions of the ship, sir, I would 
be very happy to provide it for the record and include it in with our 
estimate. 

( Answer on p. 74.) 

The CuarrmMan. I am interested in this program. For a long time 
I thought it was a splendid thing, before it was even done, and before 
we even started on it. I am interested in it. I do not want to let the 
reserve fleet just stay there tied up. People up and down the country 
see this mass of vessels there, and they ask me and write me letters 
isking what in the world we are doing. I do think it is a splendid 
program, and IT am so far pleased with the report that I get from it. 
lsut since Mr. Miller has pointed out this item, it is so out of line with 


the others, that my curiosity joins his to know just what happened 
there, 


Jut when there was that outstand 


I understand they 











62 MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 


Mr. McMutten. I would like to point out ,sir, you cannot compare 
any one job against the other, sir. ‘That is why we are going through 
the program, because all of these ships are in different states of re- 
pair. When we come across a ship such as this, it becomes an eco- 
nomic question of whether you should repair it or not. 

The Cuarrman. But you picked out a ship that had a 14-inch bulge 
in the keel, and you put that one in the boneyard. 

Mr. McMutten. Yes, sir, because it would have cost over $400,- 
000 to repair it. 

The CuarrmMan. That isright. So we want to know, and Mr. Miller 
wants to know, just what took place in this proposition ? 

Mr. McMou ten. I will be happy to supply a detailed report on that 
ship, sir. (See p. 74.) 

Mr. Roseson. I was interested in this ship you found that might 
just as well be scrapped. Is it probable that there are a great many 
ships laid up that if properly surveyed would be rec ommended to be 
scrapped, and which would decrease this supposedly vast reserve of 
ships that we have for emergency ? 

Mr. McMuuien. Actually, there will not be a great many, sir. ] 
believe under this program we will probably come up with recom 
mendations to scrap approximately 10 of them. 

Mr. Rosrson. That is 10 out of how many ships? 

Mr. McMctien. Out of the 70 that we are going to survey. 

Mr. Rosrson. I was thinking of all the ships we have in the reserve 
fleet. 

Mr. McMoutten. Actually, there would be—well, it again becomes a 
question of degree, sir. But if you just took the ships at the present 
time, there might be 20 ships that should be scrapped. 

Mr. Mitrer. You said you expected to scrap 10 out of the 70? 

Mr. McMutten. Yes, sir. 

Mr. Mituer. Then if you apply that percentage, which is roughly 
15 percent, against the 1,500 which are laid up, you would have 225 
that should be scrapped. 

Mr. McMc ten. Sir, the only thing is that we are anticipating that 
we will direct our efforts toward those ships which need the repairs 
the most. 

Mr. Mrixer. That istrue. I think it is an excellent program, but if 
that percentage were to hold, and there are 225 ships that we are 
maintaining that are not any good, it is economy to get rid of them 
and get them out of the reserve fleet. 

Mr. Forp. We are making a constant survey of all the ships. We 

recently submitted a list to the Navy Department recommending the 

scrapping of approximately 10 of the older passenger ships in the 
reserve fleet. We are forming a joint group with the Navy Depart- 
ment to make a survey of all ‘the older ships in the very near future 
and see if there are any others besides these 10 that need to be sc rapped. 
That is a continuing procedure. 

Mr. Asuiey. I just want to get this straight. The survey pro- 
cedure is certainly a part of this program, as I understand it. 

Mr. McMvtten. Yes, sir. 

Mr. Asutry. But your survey procedure goes beyond this program. 
It is a continuing undertaking as far as you are concerned; is that 
correct? That is, the continual inspection of the ships which may 
lead to a recommendation ? 
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Mr. McMutten. Yes,sir. There isa regular maintenance program 
in the reserve fleet, but it is strictly a maintenance and not a repair 
program. They do not have facilities, for example, in the reserve 
fleet to drydock the ships. They do not have the facilities to repair 
any of the structural damage. One thing, Mr. Chairman, that I 
would like to point out is this: In this program, every contract which 
is awarded under this contract has had a previous estimate made in 
the Office of Ship Construction and Repair as to the reasonable cost of 
what that should cost to do under normal conditions. In those cases, 
as you will notice on page 7, where we felt that the costs were in excess 
of what they should have been, we rejected the bid, and rebid them out 
a second time. 

The CuarrmMan. These ships are broken out and taken to the 
shipyards ? 

Mr. McMvtten. Yes, sir. 

The CHarrman. How do you go about to make this estimate? Is 
that done at the shipyard 

Mr. McMutien. Yes, sir. As soon as the ship arrives in the yard, 
there is a group of surveyors who go aboard the ship and write up the 
specifications for the second and third phases of the work to be done. 

The CHarrmMan. They are not drydocked ? 

Mr. McMutten. No, sir. 

The CHAIRMAN, None of the ships are drydocked ? 

Mr. McMutien. Yes, sir, all of them are drydocked. 

The CHamman. Then you make your inspection when they are 
drydocked ¢ 

Mr. McMutien. Yes, sir. What we do, you see, is this: Each yard 
knows approxim: itely how much it costs. 

The CHamman. We are going to have to have you back tomorrow. 
You have made a splendid witness. I have enjoyed listening to you. 
I want to ask you one question to get this clear right here. There are 
how many types of vessels in the reserve fleet? There are various 
classes such as the Liberty and the Victory. Go ahead and give us the 
classes. Start at the most valuable ships in the reserve fleet and come 
down. Just name the class. 

Mr. McMutien. We have the attack transports, which are all 
designated here under the S—4 class. 

The Cuaiman. In other words, the point I want to get to is this : 
The maximum number of ships in the reserve fleet are the Victory’s? 

Mr. Mc Muuten. The Liberty’s . 

The Cuarman. You are not taking out any Liberty’s? 

Mr. McMutien. Except for speci: il instances where the Navy has 
requested us to convert them for other uses. 

The CuatmrMan. That is what I wanted to know. You have more 
Liberty’s than anything else? 

Mr. McMutten. Yes, sir. 

The Cuatrman. The Liberty’s have been in there for how many 
years? F 

Mr. McMutten. Since 1945, sir; 9 years. 

The Cuarrman. The overwhelming majority of them have not been 
touched since they were put in the reserve fleet / 

Mr. McMutten. No, sir. 

The Cuamman. Are you sampling those at all to see the condition 
they are in, or whether or not it will pay us to keep them? 
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Mr. McMuuen. No, sir, we are not touching them. 

The Crarman. But you are experimenting with 2 or 3 of them? 

Mr. McMvtren. Yes, sir. We are taking the four ships out and 
running this experimental program. 

The CHairman. How did you find the four you took out as to 
preservation ? 

Mr. McMutien. Do you mean the four Liberty ships we are using? 

The CHarman. Yes. 

Mr. McMvtien. We wanted to take a ship that had no grain in it, 
and then we wanted to have one of the Bethlehem Fairfield ships, 
which had the best strength characteristics. 'Then we wanted to take 
ones that were in different fleets so we were able to bid them out on 
a nationwide basis. So we narrowed it down to perhaps 10 ships 
available for bidding purposes, and we bid those ships out and we 
selected 1, 2, and 3 alternatives. 

Mr. Mitier. You are trying to get a cross section. 

Mr. McMutten. Yes, sir. 

Mr. Roprson. Along the same lines, you say you selected the types 
that had the best strength and soon. You probably selected some that 
had the least of those facts? 

Mr. McMcu tien. Yes, sir. 

Mr. Rorrson. That is what I was getting at a while ago. It seems 
probable to me that with many of these ships they are of doubtful 
value, yet they are being carried as necessary in maintaining this 
reserve fleet which, in some cases, might just as well be scrapped. 

Mr. McMutten. Yes, sir. 

Mr. Roreson. Do you people know where they stand in that relative 
classification of worth? 

Mr. McMctien. Yes, sir, we can tell you very exactly as to the 
class of the ship on an average basis. 

Mr. Ropeson. I mean the class of usefulness or possible usefulness. 

Mr. McMctren. Yes, sir. 

The Cnatrman. That is an interesting program, but we are going 
to have to adjourn. 

The House will be in session soon, and we will have to recess the 
hearing. We will have you back in the morning at 10 o’clock. 

In the meantime, we have your report on this program. This re- 
cess will give me an opportunity to read it, and will allow the same 
opportunity to other members who may want to read it. We will 
probably have some other witnesses. 

Mr. Forp. Mr. Chairman, our next scheduled appearance is Tues- 
day morning. I wondered if you wanted to hold this over until 
Tuesday. 

The Crramman. Tuesday of next week ? 

Mr. Forp. Yes, sir. 

The Cramman. I thought we were going to have a meeting 
tomorrow. 

Mr. Drewry. It was not set up for tomorrow, Mr. Chairman. 

The Crarrman. I want the hearings to go along. I do not want to 
draw them out. 

Mr. Drewry. Another subject was scheduled for Tuesday. 

The Cratrman. In this committee? 

Mr. Drewry. Another subject under Maritime is to follow. 

The CHatrman,. That is scheduled for Tuesday ? 
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Mr. Drewry. Yes, sir. 

The CHarkmMaNn. Would it suit your convenience to come back ¢ 

Mr. McMu ten. I will be very happy to come back. 

The CHarman. Will it suit the committee’s convenience to meet 
tomorrow ¢ 

Is there any objection / 

We will be here at 10 o’clock. 

Mr. Mitier. Mr. Chairman, some of us who are new on this com- 
mittee, and I have just talked to a couple of my colleagues, do not 
know what some of these design designations are. 

The CHairman. I want to give every new member every opportunity 
to ask questions. I want to get this committee interested in this 
subject. 

Mr. Forp. Mr. Chairman, we have a pamphlet which gives the 
veneral descriptions of all the types of ships. 

Mr. Mariirarp. Mr. Chairman, before we adjourn, I would like to 
clear one point, because I will not be able to be here tomorrow. 

When you referred on a number of occasions to this Mariner that 
was taken over by the Navy, you described it as an attack transport. 
Have things changed since I was in the Navy? An AKA used to be 
an attack-cargo vessel. 

Mr. McMutten. It isan AKA. It is an attack-cargo vessel. Ex- 
cuse me, sir. 

The Cuairman. We will stand adjourned at this time until tomor- 
row morning. I will ask the staff of the committee to immediately 
notify the membership of the committee by telephone or otherwise 
of the meeting. 

(Whereupon, at 12:10 p. m., the hearing was recessed, to reconvene 
the following day at 10 a. m.) 
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STUDY OF THE OPERATIONS OF THE MARITIME ADMIN- 
ISTRATION AND THE FEDERAL MARITIME BOARD 


FRIDAY, FEBRUARY 4, 1955 


Housr or REPRESENTATIVES, 
CoMMI?TTEE ON MercuantT MARINE AND FISHERIES, 
Wash ington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner, chairman, presiding. 

The Cuarrman. The committee will please be in order. For the 
benefit of the members of the committee and those who are scheduled 
to attend the hearing Tuesday, I wish to announce a change in plans. 
As I have said before, I was greatly disturbed by the story which ap- 
peared in the Washington Post last week to the effect that the pro- 
visions of the 50-50 law were causing a delay in the sale and shipment 
of agricultural surplus commodities overseas. I immediately re- 
quested reports on the situation from the interested Government 
agencies. While these reports have not yet been received, counsel for 
the committee has been looking into the matter during the past week. 
Numerous conferences have been held and a general outline of the situ- 
ation has been given to me. 

Based on the information I have at hand, I am scheduling open hear- 
ings to begin next Tuesday morning on the administration thus far of 
the provisions of Public Law 664, 83d Congress, otherwise known as 
the 50-50 law. I intend to invite representatives of the Department 
of Agriculture, Foreign Operations Administration, General Services 
Administration, the Maritime Administration, and possibly some rep- 
resentatives of the maritime industry to testify at these hearings. 

[ think these hearings are most important, and I do not think the 
subject can be delayed. Therefore, I want the Maritime Administra- 
tion to know in advance so that they can direct their energies on 
another course for the next several days after this morning’s hearing. 


STATEMENTS OF WALTER C. FORD, DEPUTY MARITIME ADMINIS- 
TRATOR, ACCOMPANIED BY J. J. McMULLEN, CHIEF, OFFICE OF 
SHIP CONSTRUCTION—Resumed 


The Cruatrman. The committee will now proceed with the continua- 
tion of the witness that was testifying yesterday, Mr. McMullen. 

Mr. Forp. Mr. Chairman, yesterday we were asked to provide a list 
of the operating merchant fleets of the world. We have provided each 
of the committee members with a list, listing the 17 nations in order. 
This is a list of the merchant fleets of the world. We only know spe- 
cifically the number in our own operating fleet. This list is as of 
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June 30. We are the only nation, to my knowledge, which maintains 
a large reserve fleet of merchant vessels for national defense. For 
the others, it must be assumed that if the ships are in commission, 
they are operating ships. 

We also have provided the charts that have been used to date for 
the information of the members and for the record. You have before 
you a schedule of the agenda items to be discussed by Mr. McMullen, 
who was testifying yesterday when you adjourned. 

The CHarrman. This is a memorandum showing the existing fleets. 
with the United Kingdom first and the United States second ? 

Mr. Forp. Yes, sir. 

The Crarrman. I want this inserted in the record at this point. 

(The above-mentioned memorandum is as follows :) 


Merchant fleets of the world—Seagoing steam and motor ships of 1,000 gross tons 
and over as of June 380, 1954 


[Excludes ships of the Great Lakes and inland waterways and special types such as channel ships, 
icebreakers, cable ships, etc., and merchant ships owned by any military force] 


| 


Total all types 


Flag of registry ; 
g Deadweight 

tons 
(thousands 


Gross tons 


Number ; 
(thousands) 


. United Kingdom... ithcehatien bbe wbeleesent 2, 531 17, 201 22, 626 
2. United States !. ; ‘ x 1, 138 9, 645 | 14, 340 
3. Norway-.- 3 pane ; é é J pal 1, 046 6, 350 9, 565 
4. Panama... _ edie id a , é } 539 4,023 6, 038 
5. Italy_- : <- 570 3, 511 4, 750 
6. Japan...... ee cae as a ‘ jee 582 3, 097 4, 552 
7. France ote: rt . : 591 3, 513 4, 283 
8. Netherlands_-_--_- sdbidctandeanas ise ae 505 3, 028 3, 961 
9. Liberia je eas : . unin 233 2, 320 3, 651 

10. Sweden nd eae 593 2, 459 3, 644 
11. Germany shew aisoeie einen ; iui 521 1, 801 2, 799 
oa Oc owe ae ‘ ‘i 563 1, 659 2, 181 
13. Denmark... South peehee ed bande roe ‘ 324 1, 454 2, Ove 
Pe a a " 191 1, 105 1, 64 
15. Spain ’ odes tcbaoraics 281 1, 056 1, 408 
16. Argentina ol ; ois hood 147 912 1, 179 
17. Brazil__- ; Saeanaiaeen " - 197 771 1, 097 

Total. = peace sities me eds eae 10, 552 63, 905 89, 816 

All other Gees 2... nnccuns sence a ileal ie — 1, 775 7, 049 9, 710 

GI ooo snicd sdincuaciestsueddcdoladaadieccsater 12, 327 70, 954 99, 526 


1 Privately owned fleet as of Jan. 1, 1955. Excludes 2,117 ships of 15,293,000 gross tons and 20,768,000 
Deadweight tons owned by the U. 8. Government, of which 20 are bareboat chartered to private operators 
and 85 are assigned to MSTS, other Government agencies, undergoing conversion, etc., and 2,012 are in the 
reserve fleet. 

2 Excludes 83 ships of 785,000 deadweight tons lend-leased of the U. S.S. R. 

3 Excludes 8 ships of 38,000 deadweight tons. Bareboat chartered by the Maritime Administration to 
the Philippines 


Norte. It is believed the foreign-flag fleets are all operative since no foreign government is known to mail 
tain a reserve fleet similar to that of the United States. 


Source: U.S. Department of Commerce, Maritime Administration, Statistics and Special Studies Office 
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The Cuairman. Counsel, Mr. Casey, would like to ask you a 
question. 
Mr. Casry. Captain, on this merchant fleets of the world exhibit, 
does this show the breakdown between tramp ships and regularly 
scheduled freighters ? 
Mr. Forp. It does not; no. It just lists the freighters as such. It 
does not break them down. 
Mr. Casry. Do you have any idea, for example, how big a tramp 
fleet Great Britain has? 
Mr. Forp. This table does not indicate it, but we can get that in- 
formation. 
Mr. Casry. I would like to have it inserted into the record. 
Mr. Mriuier. How about some of the other nations, Mr. Casey? 
Does nH not have a big tramp fleet ? 
Mr. Casry. Yes. Maybe they should supply for the record a break- 
down of this thing all the way along, if they could. 
Mr. Mitirr. Or at least the countries that have the biggest fleets. 
Mr. Casey. The principal tramp fleets of the world might very 
well be valuable information, I believe, for the committee. 
Mr. Forp. We can furnish that in general terms. It is very difficult 
to get the operating fleet information. 
The CHairman. Where you list bulk carriers, is that more or less 
tramps? 
Mr. Forp. No, sir. 
(The information mentioned above is as follows :) 


Dry-cargo tramp tonnage of the world as of Mar. 31, 1954 


Excludes vessels 4,000 deadweight tons and less as well as specialized ore carriers] 





Yeadweight -ercent : yeadweight| Perce 
liad Deadweig! Percent of Rocintry Dea ‘i ht} Percent of 
: tons total ’ tons total 
United Kingdom $, 245, 000 28.3 Norway 854. 000 | 
Italy 1, 912, 000 12.8 | Germany 589, 000 | 
Panaina 1, 743, 000 11.6 || Liberia . 551, 000 
United Stat 1, 233, 000 8.2 All others 1, 842, 000 
Greece 1, 126, 000 7.5 
Japan __ 900, 000 6.0 Total tramp fleets 14, 995, 000 
1 Excludes Government-owned vessels 
Source: The above survey, prepared by W. G. Weston, Ltd., London, is a result of a continuous study 
of records, fixtures, and employment. Account has been taken only of those vessels which at the end of 
March 195; were habitually trading or seeking employment in the bulk dry-car o-carrying trades of the 


world 


The Cuatrman. Does that complete your statement ? 

Mr. Forp. Yes, sir. Mr. McMullen, the Chief of the Office of Ship 
Construction, is ready to resume his statement of yesterday. 

The Cratmman. Mr. MeMullen, so that the record will be clear, 
will you state your background, please ? 

Mr. McMutten. I was in the naval service in the Regular United 
States Navy from 1935 until 1953, and resigned as a commander in 
1953, sir. 

The CHatrmman. And you have been with the Maritime Administra- 
tion since 1953? . 

Mr. McMvuxuen. No, sir: since June of 1954. 

The Cirainman. June of 1954? 

Mr. McMvcuien. Yes, sir. 
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The Cuamman. As I understood, you were in charge of construc- 
tion ¢ 

Mr. McMviien. During my naval career! 

The CuatrMan, What is your position with Maritime? 

Mr. McMvtten. I am Chief of the Office of Ship Construction and 
Repair, sir. 

(Background data will be found in appendix on p. 298.) 

The Cuamman. This memorandum on ship construction, and this 
Department of Commerce, Maritime Administr: a emergency ship 
re repair program, was prepared, as I understand it, before these hear- 

ngs were scheduled. 

Mr. McMvcuten. Yes, sir. It was just er yesterday. 

The Cuarrman. It is dated December : 

Mr. McMutten. Yes, sir. 

The CuHairman. Was it prepared for these hearings or some other 
place ¢ 
~ Mr. McMuten. It was prepared for the committee, sir. 

The CuatrmMan. For the committee ? 

Mr. McMvtten. Yes, sir. 

The Cuatrman. I have endeavored to read it. Some of it I under- 
stand and some of it I do not understand. It starts off—and in several 
other instances we have had this situation arise—by saying that Sena- 
tor John Marshall Butler introduced the legislation which brought 
this to pass, and so forth, to put needed ship repair and ship repair 
work in our withering private yards. When we had it over here, 
[ called ita WPA program, but I realized it had merit in it. But it 
coes on here as if the shipyards were in great distress, and employment 
was breaking down and so forth. 

Then, before you wind up in this document, you find that you are 
‘(Imost having to beg your shipyards to handle this work. It shows 
here that they are not interested, and after they bid then you have to 
negotiate them down. The language in some places indicates that the 
situation is getting tight. I think that is the Way you expressed if. 
| think you say it is getting tight with respect to getting the work 
done. 

Are you overdoing this thing? I want to supply some work, and 
| think it is meritorious work, if we get it done at a fair price and in 
an orderly way. My question after reading this is, 
doing this work ¢ 

Mr. McMvutten. If I may say, Mr. Chairman, this program is 
eing conducted on a very tight, competitive basis. The Govern- 
ment is really getting their money's worth in this program. We have 

ompetitive bids on ever y single phase of the work. 
nthe program, sir, we have bid out ever y single job. 

The Cnatrrman. Am I wrong or am I 1 
— by reading this document ? 

McMvutien. Naturally, sir 
re rie In coming to your- 

The Cramman. I do not want you to agree with me. T ?> not 

ant any witness to agree with me. I want to know after reading 
this document if T have come to the right conclusion or the wrong 
conclusion. 

Mr. McMutten. Sir, as you know, this bill was passed last year. 

The Ctrarmman. That is right. 


A re you over- 


If you will notice 


ight in coming to my con- 





. I have to agree with you that vou 


eens eee 
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Mr. McMutien. We took it and, as we started out on the intent of 
the program, we outlined two basic reasons: To survey and make the 
necessary repairs to upgrade and repair the mobilization potential of 
the reserve fleet and, secondly, to provide relief for the shipyards at 
this period of their relative inactivity. The third reason, which I 
also mentioned, is the fact that this is the time you can get the best 
prices on the work to be done. That is the way the program has been 
conducted, sir. 

The CuatrmMan. Before you get through with the document, you 
say that these shipyards have a lot of work in them, and that they 
are not interested in this program. That is what I gather. 

Mr. McMutien. It is in local areas, sir, where the situation has 
become overcrowded. The reason we inserted into this report, sir, 
that point, was to explain to you that when we felt those conditions 
were arising we did not just have any premeditated scheduling of 
these ships, but we attempted to carry out the intent of C ongress to 
the a of our ability. 

The Cuaman. You say fairly normal conditions wk prevailed 
in the a area. But in some other areas, you say wor k has inereased, 
and then you go on to enumerate what the Navy is offering the yards. 
I read all of that and then I look at your tables where you have your 
bids. Then you have to renegotiate the bids down. Mr. Miller 
pointed out yesterday that there is a ship here that cost you $140,000 
torepair. Of course there is an explanation for that. That is against 
the maximum repair for some other ships of about $42,000. Then 
you say how much you saved the Government from the bids when 
you renegotiated the bids, when you beat them down in price or what- 
ever you term it. That leads me to believe that probably you are 
going too strong on this program, that you better dish it out in a little 
smaller dishes. 

Mr. McMuuien. The first thing, on the matter of the ship which 
cost $140,000, Mr. Chairman, as you notice in the writeup on page 5, 
we explained that the Hurricane Hazel came along and severely dam- 
aged this ship, and there was a great deal of plate damage. I have 

he detailed breakdown of all the work that was done on this ship.’ 
This ship was bid out along the coast of the United States. We did 
not localize it to any one area. We had bids on that particular phase 
of the work—approximately 15 different contractors along the east 
coast of the United States. The prices varied all the way from 
$212,000 down to $140,000, which was the low bid, and the one we 
accepted. This was coastwise competition. 

The repairs were necessitated in order to put the ship back into a 
state of readiness, in order that in the event of mobilization we would 
not be delayed by making these repairs. The plate damage extended 
on both the port and starboard sides of the ship. She was stove in. 
The list of the plates and the damage is very lengthy. We felt that 
the price was an excellent one, sir. 

The Cuamman. Mr. Miller wanted an explanation on that. 

Mr. McMvuuuen. Actually, as I mentioned, the bids ranged all the 
way up to $212,000. I know of no better way than getting c ompetition 
to obtain a fair price, sir. 

Mr. Minter. My only interest was that the average work on these 
ships was around, I would say, $20,000, and then we see one at $140,000 
with no immediate explanation as to why the amount was $140,000, 


1This refers to the S. S. Ostara. 
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Mr. McMutizen. Mr. Chairman, may I suggest, sir, that I run 
through a typical example of how we take these / 

The Cuamrman. Yes. Tell me a little more about this document. 
Answer my question as to whether, according to this document, you 
are not going a little strong in this program. Is this true in this 
document that the yards are getting the work from the Navy, that 
they are getting the work from the tankers, and in conjunction with 
this program ! As pointed out before, tanker prices have gone up 
about $1 million. I do not want to make this too strong. We want 
to see that the yards can have something in the future. 

Mr. McMutien. Mr. Chairman, the yards that are doing this work 
are not engaged in the tanker program, with very few exceptions. 
Most of them are the ship-repair facilities. 

The CuarrmMan. Do the ships have to be drydocked ? 

Mr. McMu ten. Yes, sir, but they have in the United States a dis 
tinction. There are a few yards that do repair work and also ship 
construction. For example, the Newport News & Drydock Co. does 
both. But in general the yard is either 80 percent new construction 
and a very minor amount of repair, or vice versa. For example, all 
the yards in the New York area are repair facilities. They have dry- 
docks, and can dock the ships, but they do not build any new ships. 

Since the intent of this program was not to increase the employ- 
inent in any of these ship-repair facilities, we did not wish to put out 
so much work that the actual employment rose to a very great extent. 
The way that we attempted to regulate that was to keep a very close 
survey of what the actual conditions were in the various bidding areas 
that we sei up around the United States. The area which you are 
referring to, sir, happens to be the Pacific coast area. During the 
month of December and during the month of January, the military 
forces pul out a great deal of repair work. We immediately slowed 
down the program in order that all the ships would not be sent out 
into the area at once. 

In other words, we are gaging our program with the intent of at- 
tempting to keep some type of a steady employment, which is a mini- 
num employment, in these ship-repair facilities. 

Mr. Mitier. Is there any coordination between you and the Defense 
Department in trying to keep a workable load in the several ports of 
the U nited States? Do they confer with you? 

Mr. McMutien. They do not confer with us, sir. 

Mr. Mitier. They do not confer with anyone / 

Mr. McMuuien. Well, I think it is a thing which is handled in 
the field, sir. For example, our Pacific coast director informed 
that it looked like December and January were going to be peak 
months for the repair industry in the Northwest area. 

Shag Mitten. Have you ever approached the Defense Department, 

» Navy, to see whether it would not be possible to clear some of 
this on a higher level so you would know what loads were being sent 
into different areas? 

a McMuiign. Mr. Miller, the procedure is that, as far as the 
scheduled work is concerned, we can coordinate it. But =~ ship- 
repair fae ete are subjected to the operating fleets of the world, 
ind we cannot gage in advance when unexpected damage may arise. 
There is a very ‘great deal of fluctuation in the ship-repair facilities. 

Mr. Minter. That is true. I appreciate that. Iam not an author- 
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ity on it, but I understand that damage can arise. In the Pacific coast 
vards over the past year, what percentage would you say was that 
type of emergency work as compared to scheduled, cycle maintenance 
on the ships ¢ : 

Mr. McMi oie Whi: at most of the operators do, sir-—— 

Mr. Mier. I asked you a question. What percentage—and you 
should know—is emergency repair work due to storm damage at sea 
as against the cycle maintenance work that you have to do on a ship 
that can be pretty well projected and scheduled? You will know a 
vear from now you are going to have to drydock a certain ship in her 
regular cycle. 

Mr. McMvutien. Yes, but where, sir / 

Mr. Minter. I do not know where. I just want an offhand horseback 
percentage on the amount of work that is emergency repair work 
caused by storm damage as compared with the cyele maintenance that 
can perhaps not be projected to the day, but pretty well projected. 

Mr. McMecuuien. If T may, sir, | would like to look into it and 
supply it for the record. 

Mr. Miturr. Of course. When you come up here, I think you do a 
good job, but you make one of these bold statements I want you to 
support with figures. I am a neophyte at this business, and do not 
know too much about these things. What I want to know now is what 
part is due to storm damage’ T would think you would know. Is it 
20 percent ¢ 

Mr. McMcuien. It varies with every ship in every year, Mr. Miller. 
IT can only take a typical example and work it out for you, sir. 1 
would be happy to give it to you tomorrow or any other time, sir. 

(The information later received is as follows :) 

Fepruary 11, 1955. 
Hon. GEORGE P. MILLER, 


House of Representatives, 
Washington 25, D. C. 


DEAR MR, MILLER: You may recall that during the hearing before the House 
Merchant Marine and Fisheries Committee, Friday, February 4, 1955, you re- 
quested that I furnish information in connection with the relationship between 
damage repairs and normal voyage repairs of operating ships. It would appear 
from available records that damage repairs constitute approximately 22 percent 
of the total. 

The above is based upon ships in commercial operation and, of course, has no 
bearing on repairs being made to naval auxiliaries in the emergency ship-repair 
program. It is felt that these ships represent a special problem resulting from 
wartime operation. 

There was also a question of cooperation between the Maritime Administration 
and the Department of Defense in connection with the emergency ship-repair 
program. I wish to assure you that we are cooperating fully with the Depart- 
ment of Defense in the selection, allocation, and timing of this program. 

We will be more than pleased to furnish any additional information that you 
may require. 

Respectfully yours, 
J. J. McMULLEN, 
Chief, Office of Ship Construction and Repair. 


Mr. Minver. Have you ever approached the Navy, asking them to 
advise you as to what their plans were? They know pretty well about 
when they are doing to do the cycle work on some of their ships. Then 
you could coordinate this thing and keep peaks and valleys out of 
the employment deal. 

Mr. McMvctzen. This entire program was submitted to the Navy. 
sir, with the schedule of extracting the ships from the reserve fleet 
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it the beginning of the program. We have been in practically daily 
ommunication with the Bureau of Ships. On any unusual thing 
which arose, we immediately have gone to see them or talked to them 
on the telephone. We attempt to coordinate it to the best of our 
ibility, sir. 

Mr. Mitier. Thank you, Mr. Chairman. 

The CHaAtrMAN. Mr. Robeson ¢ 

Mr. Rosrson. Is your information somewhat like mine, that the 

aval vessels ordinarily are repaired in navy yards, but that they are 
presently distributing the small-vessel work to the others? 

Mr. McMvuuien. Yes, sir. That is correct. 

Mr. RosEson. The de Seed seagoing vessels that come in for over- 

aul and checking once a year, for them the owners determine where 
they go, and that is be yoni your control? 

Mr. McMut1en. Yes, sir. 

Mr. Roseson. I think it is the smaller yards that are taking a beat- 
ng in this situation we are in now. 

Mr. McMvutuen. It fluctuates, sir. I did not mean to be evasive, 
Ir. Miller, but it does vary in every case, sir. 

The CHairman. Mr. Allen? 

Mr. Auten. Mr. Chairman, I want to ask this one question: Is it 
not true, Mr. McMullen, that as you give the condition as of a certain 
date, the important thing is the work which m: Ly involve a completely 
different condition in a matter of 6 weeks? 

Mr. McMu ten. Yes, sir. 

Mr. Auten. So even if the yards are full, as shown by any study 
such as you have made, that does not mean there will be any work at 
all 2 months from now. 

Mr. McMutxen. That is correct, sir. You cannot schedule repair 
work to a very great extent. 

Mr. ALLEN. Perhaps if you scheduled the storms a little more 
thoroughly we could get a better workload. 

The Cuamman. Do the storms have a great deal to do with the 
vriting of this report? 

Mr, Mc MvuuL_en. No, sir. 

The CHarrMAn. There was a strong mention here one time about 
Ilazel disturbing the ships in the James River fleet. It did not dis- 
turb all the fleets because this storm only struck in one locality, did 
t not? 

Mr. McMvtxen. That is correct. It disturbed the James River 
fleet to the gr eatest extent, Mr. Chairman. 

The Cuarrman. I would like you to give me an example of just 
what you do. Do not give an example for a specific ship, but here 
you have designated a ship for repairs from the reserve fleet. 

Mr. McMutten. The first thing that is done is the ship is scheduled 
tor withdrawal on a certain date. Prior to that date, the ship is bid 
out in a bidding area. We have set up bidding areas throughout the 
United States. They are explained here. 

The CHatrrman. Do you endeavor to get bids in the locality in 
which the fleet is, or do you disregard the towing charge and let. the 

ilding anywhere? 


Mr. McMvuuuien. The first towing charge is borne by the Govern- 
ment, sir. 
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The Cuarrman. I know the Government is going to pay it all 
anyway. 

Mr. McMutuen. Yes, sir. The first towing charge is for the ac- 
count of the Maritime Administration, Mr. Chairman. 

The CHatrrmMan. It does not make any difference how far the tow 
is? ; 

Mr. McMutuen. No. It would otherwise have been impossible to 
get the ships to those areas which were farthest removed from the 
reserve fleet. We had to have some type of schedule. 

The CHatrman. You have ships in the James River, and ships 
south and ships north of the James River. 

Mr. McMutten. Yes, sir, but the majority of these ships which 
came under this allocation by the Navy of 205 on the east coast hap- 
pened to be in the James River fleet. Since the m: jority was there, 
it indicated that that fleet had to be given prime attention in order 
to bring its state of readiness up to be on a level, say, with the Hud- 
son River fleet, as far as these 205 ships were concerned, sir. This was 
the steamship A/pine, which was an attack transport. It was bid out, 
and invitations were issued to bid, on the Ist of September 1954. We 
received bids from a series of different contractors for the phase 1 
work, and the phase 1 included the inventory, the drydocking, the un- 
derwater work, and the survey work. We received bids on this par- 
ticular ship from five of the shipyards, that is, with drydock facilities, 
with the low bid being that of the Norfolk Shipbuilding & Drydock 
Co., in Norfolk, Va. 

As a result, the towing charge to that point was a minimum, since 
it was being taken out of the reserve fleet in the James River. It 
went to the Norfolk Shipbuilding & Drydock Co. at a price of 
$15,993. 

The highest bid was received from the Maryland Drydock Co., in, 
Baltimore, for $18,470. In other words, there was a spread of ap- 
proximately $3,000 on all the bids, and we gave it to the low bid. 

Subsequent to that, it arrived at the shipyard on the 13th of Sep- 
tember. In other words, the invitations were issued on the Ist, and 
it arrive d in the shipy: ard on the 13th of September. The job award 
was made on the 14th of September. After we got the ship in dry- 
dock, we found that there was additional underwater work which 
was not predictable, due to the fact that no one had seen the bottom 
this ship prior to its being put on the blocks. This amounted to 

$3,150. That was negotiated by our field representative. 

The reason we had to negotiate that job was that if we were to bid 
it out again, it would mean flooding the drydock and taking it out. 
We set a limit of a certain amount of money and we permitted our field 
represent: atives to negotiate everything below that amount. 

The work was completed on phase 1 on the 27th of November, 
1954. Meanwhile, however, we had had an opportunity to see the 
condition of the ship as it arrived in the shipyard. So we issued 
invitations to bid on work phase No. 2. That phase included open- 
ing, cleaning, examination, and closing of the machinery. 

In other words, after we had lifted our turbines and so forth, and 
found they were in order, we would close it right away, rather than 
leave it open for the next phase of the work. If we found there 
were some repairs to be accomplished, extensive repairs, we would 
hold it for the next work phase. 
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Anyway, the invitations for the second phase were issued on the 
21st of September . The bids were opened on the 24th of September. 
In this phase of work, there is a differential applied. In other words, 
in order to take the work from Norfolk to another port, there would 
be a towing differential which would have to be included within the 
bids. 

The bidder was again the Norfolk Shipbuilding & Drydock Co, at a 
low bid of $21,995. 

On the second phase of the work, naturally, we had a great many 
more bids, due to the fact that it was possible for the so-called shore- 
side facilities, without drydocking facilities, to bid on the second 
phase. 

At this point, we issued invitations to bid to 10 different re pair 
facilities in that bidding area, and we received bids varying in price, 
but the low bid, as I mentioned, being $21,995, and the high bid for 

that particular phase of the work being $ $38,476. Naturally, we took 
the low bid, and it stayed in the yard where it was, and there was no 
towing differential necessary. 

That phase of the work was completed on the 22d of Octo ber 1954. 

The third phase of the work included the repairs to the machinery 
and equipment, which were found during the second phase. As it was 
found in the second phase, our field representatives again wrote up 
the detailed specifications and issued those to bid on the 22d of October. 
On the third phase, the bids were opened on the 28th of October, and 
at this time the Newport News Shipbuilding & Drydock Co. was the 
low bidder, taking into account the towing differential. The ship was 
then towed to the Newport News Shipbuilding & Drydock Co. for the 
third phase of the work. 

This included, as I mentioned, taking care of all the repairs that 
were found during the inspection of phase 2. Included in this phase 
was also a differential for the return of the ship to the reserve fleet. 
As a result, the work was completed in the Newport News Shipbuild- 
ing & Drydock Co, on the 27th of December, and the ship was returned 
to the reserve fleet on the same day. 

The total towing charges, the agent’s fees, and the re preservation 
after it got back to the fleet, was $2,850 on that particular ship. 

That is more or less a general résumé of the procedure which is 
followed. Each one of the invitations which is issued is estimated 
in our office here in Washington on a standard basis. It is also esti- 
mated by our field representatives. Those bids are checked against 
each other before the award is made. . 

The Cuarrman. Let us hear one where your towing job was the 
maximum. Let us hear one example in which your towing job was a 
maximum towing job. 

Mr. McMutien. With the maximum towing charge? 

The CuatrmMan. Yes. 

Mr. McMutien. The maximum towing charge, sir, naturally would 
be in those cases where we had to tow the ship to an extended area, 
from, say, the James River to the Boston area. That would probably 
be the longest tow. I do not know the highest one. There were tows 
where the towing charges, the agent’s fees, and the represervation 
amounted to seven, eight, or nine thousand dollars. T can supply you 
the highest amount for the record when I return to the office, sir, 
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(The information is as follows:) 


EMERGENCY SHIP REPAIR PROGRAM 

Highest report towing costs as of December 31, 1954, were $15,593 in connection 
with work on Kings Pointer (S4-SE2-BE1). These charges covered tows from 
James River reserve fleet to Bethlehem yard, Boston, Mass.: from Bethlehem 
soston to General Ship & Engine Co., Boston; and return to James River fleet. 

The Cuarrman. Mr. Casey ? 

Mr. Casry. Mr. McMullen, in this particular contract that you 
described, is there a provision for recapture of all profits in excess 
of 10 percent ? 

Mr. McMutien. Yes; there is, Mr. Casey. 

Mr. Casey. Is that provision included pursuant to the provisions 
of the Merchant Marine Act? 

Mr. McMovtten. It is within the jurisdiction of the Maritime Ad- 
ministrator to insert the recapture clause. 

Mr. Casey. I have a vague recollection of section 505 (b). I be- 
lieve it requires the inclusion of certain recapture provisions in cer- 
tain types of contracts. I do not know offhand whether this is the 
type of contract where you are required to insert it or not. 

Mr. McMutten. It is not required; no, sir. But we inserted it in 
the interest of protecting the Government in those areas in the event 
the competitive bidding was not extensive enough. We felt it was 
necessary to include this for the Government’s protection in this par- 
ticular program. 

Mr. Casry. Do you know offhand what types of contracts require 
the insertion of that provision, or is it required in any type of con- 
tract ? 

Mr. McMvtten. I do not think it is required in any type. The 
renegotiation clause is required, and I do not believe the recapture 
provision is required in any contract, sir. It is a legal problem, how- 
ever, Mr. Casey. 

Mr. Casry. I realize that. I did not mean for you to commit your- 
self on it unless you knew offhand about it. 

Mr. McMutten. There are always exceptions to every legal prob- 
lem, so I am really not qualified to say. 

Mr. Casey. There would be no exceptions to this one, if it is spelled 
out in the law that you are required to put the provision in. 

Mr. McMutten. It is not required that it be put into this program. 
We put it in, as I mentioned, in order to protect the Government’s 
interest to the greatest extent possible. 

Mr. Casry. To what extent do you audit those payments under 
those contracts to determine that there have been no excessive profits 
paid? 

Mr. McMuuzen. Of course everyone who bids on this program has 
to be a holder of one of our master repair contracts. It is on an an- 
nual basis. The recapture is only made over the year’s time on work 
which has been accomplished for the Maritime Administration, as 
differentiated from renegotiation which includes the customer’s en- 
tire year’s work, both Maritime and commercial, or Navy. This 
clause is exclusively for the work done for the account of the Mari- 
time Administration. 

Mr. Casry. Do you figure it up on a contract by contract basis, or 
merely on the basis for all the work that is done for Maritime in the 
course of a year? 
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Mr. McMuuten,. All the work in the course of a year, sir. It is 
on an annual basis in this program. , 

Mr. Casey. I would like if I might, Mr. Chairman, refer to certain 
testimony that was given at the close of the he: aring yesterday that 
unfortunately I did not hear, but I would like to ‘ask if the press 
reports are correct. That is to the effect that in the ascertainment of 
foreign construction costs now, the foreign sources are excellent? Is 
that the way you put it, Mr. McMullen ? 

Mr. McMctten. I did not see the press release, Mr. Casey. But if 
you are asking me the question if we had good sources or not, I would 
say, yes, sir. 

The Cuatrman. Did you not answer the question that it was 
mythical ? 

Mr. McMvuxen. Pardon, sir? 

The CHairman. Did you not say it was something in the blue on 
what you determined to be foreign costs ? 

Mr. Roseson. That was with relation to the cost of a new ship 
where there was no similar ship actually under construction in the 
foreign country. You said it was theoretical. 

Mr. McMutten. I said it was a cost estimate, sir. That is not 
theoretical. An estimate can be used as the estimated cost of a ship. 

Mr. Rosrson. You say an estimate is not theoretical ¢ 

Mr. McMutxen. Well, it is theoretical until you get the work with 
anestimate. May I put it that way, Mr. Robeson ? 

Mr. Ropeson. You have no history of cost ? 

Mr. McMutten. No history of cost on what, sir ? 

Mr. Roseson. Of that particular ship. 

Mr. McMvuten. No, but, sir, every ship is a little bit different. 
When a shipyard bids out a ship, they make up their estimate and sub- 
mit it. If it is the best estimate in. the United States, they get the 
work, 

Mr. Rosrson. I know about that. But that does not necessarily 
mean that that is the actual cost. 

Mr. McMutien. No, sir; they may take the job at a loss, sir. 

The CHarrman. Mr. Allen? 

Mr. AnLen. Mr. McMullen, as I remember the difficulty that came 
over the Constitution and the Independence, a great part of the dif- 
ficulty was a lack of ability on the part of the Maritime Administra- 
tion to get good cost data from the foreign areas. At that time, I 
believe it was necessary to take the Commission and a number of its 
people over to actually make an on-the-spot check. Have things 
cana or do you now get all the information you want from the 
other agencies of Government? Do you supplement what they do and 
do it yourself, or what is the change? 

Mr. McMutien. We supplement it a great deal with what we are 
doing ourselves in Washington, sir. In the manner of obtaining costs, 
is I mentioned yesterday, it is a question of background material, sir. 
We now have in our files sufficient information to make up a reason- 
able cost estimate on a ship in various countries in the various low 
cost shipbuilding centers of the world. 

Mr. Aten. I take it you are satisfied that you now have the data 
which you can now use. But is there a satisfactory method of ke ping 
that current ? 
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Mr. McMvtxen. It is a question of contacts, Mr. Allen. You have 
to keep those contacts active and you have to keep them alive. 

Mr. Auten. To be more specific, are the contacts which are now 
maintained or which have been maintained through other departments 
of Government, the Foreign Service or whoever it is, suflicient for 
your purposes, or do you still believe that Maritime has to do its 
investigation in foreign areas with its own people ¢ ¢ 

Mr. McMuien. We have now, sir, what I consider very convincing 
information in order to make up these foreign estimates for the cost 
of construction in those countries, sir. 

Mr. Auten. But you do not answer the phase of it as to who should 
do it or who is doing it. 

Mr. McMvtnen, Estimating the cost of a ship is a very complicated 
thing. For example, to prepare a bid in the United States costs about 
$50,000, just to make up the reasonable cost estimate on the ship. It 
has to be done in phases, sir. The information, naturally, has to be 
gathered abroad, but the estimates have to be made up here in Wash- 
ington -pmged we also have the information as to the other details 
on the ship, si 

Mr. Serie I take it your estimates are no better than the informa- 
tion you get from abroad ? 

Mr. McMutren. That is correct, sir. 

Mr. Atten. Who gets it abroad, and is it being done satisfactorily ? 

Mr. McMvutuen. We have had a foreign cost re present ative attached 
to the State Department, the American Embassy, in London. He has 
been the representative who has been charged with the detail of getting 
as much cost information as possible. In addition to that, early in 
December, Mr. Kurfehs, who is the head of my foreign cost branch, 
and myself, made an extended trip through Europe. We visited 
the principal shipbuilding countries of Europe, and all of the ship- 
yards—not all of the shipyards, excuse me, but the leading shipyards 
of Europe—and obtained information which we feel is of sufficient 
accuracy in order to make up a reasonable cost estimate on any ship 
which we will be building within the next vear. 

Mr. Auten. Is the information supplied by your London representa- 
tive sufficient, or was this information you received necessary to have 
a complete basis for estimates ? 

Mr. McMvutien. The information which we obtained was necessary 
in order to vet a complete basis, sir. 

Mr. AuueNn. I take it it follows, then, that the information obtained 
by the London representative was not suflicient for your purposes ? 

Mr. McMvuren. That is correct, sit 

Mr. Casry. Is he the only person you have in Europe gathering 
construction cost information ? 

Mr. McMvutien. At the moment, yes; he is the only one. However, 
we are now establishing new procedures in order to give ourselves the 
more extensive coverage In Europe, Mr. Casey. 

Mr. Casry. What kind of new procedures ? 

Mr. McMutien, We are at the present time negotiating contracts 
with a firm of leading naval architects in the United Kingdom in 
order to supply the information which is at their disposal anyway, 
in order to make them competitive, and we are also forming an agree- 
ment with a Dutch national in Holland, who is a recognized expert 
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in the marine field. If the arrangements go through, he will be our 
technical representative on the cont inent. 

Mr. Casry. Why is it necessary to do all of this if you came back 
with sufficient information to permit the estimate of any ships that 
could be built in the next year? 

Mr. McMuuien. As Mr. Allen mentioned, Mr. Casey, this is a 
process of continuing information. You have to maintain a flow of 
information. You just cannot take information as of today and sit 
on it. You have to build up a background of information in your 
files. I am not looking just at this year, but perhaps next year when 
we will be building more ships. It is necessary to maintain some 
type of an organization which will keep the flow of material coming 
Into us, SIP. 

Mr. Casry. Should not Maritime have some of its own employees 

Europe that will be continually supplying this information back, 
rather than rely on some foreign naval architect to give us the 
information / 

Mr. McMutten, It is a wide question, Mr. Casey. It is, again, a 
question of opinion and judgment. You will find as many different 
opinions as you do people. There are advantages to both methods, 
sir. The advanti: ize of having a national of the country supply the 
information is that in those countries of Europe where there is a 
different language he can have the ease of communication with the 
various people. 

In the United Kingdom, for example, there has been a great deal 
of resistance on the part of the shipyards to supply this information. 
But if you have a firm of naval architects who must keep in business 
on a competitive basis, they naturally have prices on all of these dif- 
ferent items available to them. Since they are making wp cost. esti- 
mates for all their own customers, the question of supplying the 
information to us is a matter of their willingness. 

Mr. Casry. Exactly. Except where they get their principal 
revenue from supplying estimates to English concerns who are really 

going to build ships and build ships very often in competition with 
‘he shipyards in the United States. Would there not be a tendency 
onthe part of the foreign representatives to try to destroy our subsidy 
program here and to supply information that might be misleading 
to you ¢ 

Mr. McMutien. Mr. Casey, you have to depend on the integrity of 
the people you are dealing with. That is why it is necessary to get 
a reliable firm of people. It is information you have to accept, and 
get enough background so that when you do have it, you have other 
material, and you can check it in most cases. 

Mr. Casry. What facilities do you have in Japan ? 

Mr. McMutten. In Japan, we have a group of repair representa- 
tives, and they are continually handling our repair work in that area 

They have been acting as our foreign cost representatives in that 
area. Their situation is a little different than that in the other 
countries due to the fact that they are actually taking care of work 
in the Japanese shipyards and, as a result, have access to those yards. 

Mr. Casry. Are they employees of the Maritime ? 

Mr. McMutten. Yes, sir. 

Mr. Casry. How many are there? 
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Mr. McMvutien. Approximately 4 to 5 men are over there, Mr. 
Casey. 

Mr. Casey. Could you supply their names for the record ¢ 

Mr. McMutien. I certainly could; yes, sir. 

(The information is as follows:) 


PERSONNEL IN MARITIME ADMINISTRATION, FAR EAST AREA OFFICE 
TOKYO 
H. Lundegaard a ae ae ; nicastipnes: SRS 
t. A. Leijonfycht AT eS k Foreign repair (ship repair). 
A. T. Meschter- ai. bs ak ethan aceceas _... Foreign repair (ship personnel). 
B. C. Reiss : a oe Se 04 Foreign port representative. 
Wilma Burke__- EE eR ; Secretary (stenographer). 
M. Ikenchi_____~—- ASE eam m Fr _ Secretary-translator. 
Margaret Miller bon 50s! oe Ee x Secretary (stenographer ). 


YOKOHAMA 


Rhehei Takiya__ ee iad sae ake ages Warehouse manager. 


Mr. Casey. The information that they have been sending back on 
construction costs has been the basis for your determination or will 
be the basis for your determination as to whether or not Japan is a 
representative foreign shipbuilding center? 

Mr. McMvtxen. In addition to that, we also have cost information 
on actual construction which has taken place in Japan. 

Mr. Casey. Is that on passenger ships / 

Mr. McMutten. No,sir. There have been no passenger ships built 
in Japan. 

Mr. Casry. Is it accurate to rely upon the cost of building a tanker 
or freighter in connection with the subsidies of the Moore-McCormick 
and Grace Line Ships? 

Mr. McMututen. As far as the hull and machinery, yes, sir. 

Mr. Casey. And are not the hotel and other parts of the ship a ma- 
terial part of the ship? 

Mr. McMutten. Yes, sir. 

Mr. Casey. Would you not. necessarily have to have some informa- 
tion on those aspects of it before you could make an accurate determi- 
nation on it? 

Mr. McMotien. That is correct. 

Mr. Casey. Is not the same thing true in Germany, that there have 
been no passenger ships built in Germ: my recently? 

Mr. McMutxren. No, but there have been bids submitted on passen- 
ger ships in Germany, Mr. Casey. 

Mr. Casey. So you are satisfied that the information you have been 
receiving through this one representative in London supplemented 
by your recent trip has enabled the Maritime Administration to gather 
sufficient cost information of a convincing nature in order to enable 
it properly to determine the subsidies for ‘the Moore-McCormick and 
Grace Line ships? 

Mr. McMvtten. Yes, I am. 

Mr. Casry. Was your trip prompted by a necessity to gather fur- 
ther information or merely to check the information you presently 
have? 

Mr. McMutten. It was necessitated by the need to obtain further 
information, Mr. Casey. 
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Mr. Casey. Unless something further is done by way of keeping 
additional permanent employees in the various shipbuilding centers, 
will it always be necessary to make a trip or will you then have to 
rely upon the advice given you by these foreign architectural firms 4 

Mr. McMvtien. Mr. Casey, as you know, when you ask for ship- 
building cost information, it is the most competitive type of informa- 
tion that a shipyard can give you. It is necessary to use the proper 
approach and not to bother the people to such a degree that you make 
a nuisance out of yourself. It depends upon the confidence which 
they place in you as an individual and as an agency. 

For example, the United States Government is in a much better 
position to obtain the information if they use the correct approach 
and the proper personnel. 

Mr. Casrey. In other words, you do feel that these new procedures 
that you mentioned, of employing foreign architectural firms, will 
be an improvement over your present procedures 4 

Mr. McMutien. Yes, sir, and that is why we are doing it. 

Mr. Casgy. Have you concluded any of these arrangements ? 

Mr. McMutien. No, we have not. 

Mr. Casry. That is what disturbed me when I read that your pres- 
ent sources of foreign information are a nt. 

Mr. McMutuien. They are, sir. Mr. Casey, you must remember 
that the source of the information ¢ sali be an individual working 
for you in that capacity. There is a next step in the process of having 
the actual shibuilding data which is only in the hands of the shipy: ards. 
Again, what we are attempting to do, is to come up with a reasonable 
cost estimate as to the construction costs of the proposed ships in the 
foreign shipbuilding centers. What is a reasonable cost estimate? 
[t is an estimate which is prepared by the people who are best quali- 
fied and who know the most about their subject. 

There are certain areas in every estimate which are questions of 
judgment. You just have to have the best possible judgment included 
In every estimate. 

Mr. Casry. As Mr. Allen asked, the value and the soundness of 
your estimate must necessarily depend upon the soundness of the 
factual information upon which you make your estimate. 

Mr. McMutien. That is correct. 

Mr. Casey. That is all, Mr. Chairman. 

The CHarrman. Mr. Ashley? 

Mr. —— Mr. McMullen, I am also new on this committee. As 

[ understand it, the construction subsidy that we are talking about 
is determined ioe the lowest cost of comparable construction in foreign 
shipyards; is that correct, sir? 

Mr. McMutten. In the low-cost shipbuilding center, yes. 

Mr. Asuiey. Yes, and throughout the world. 

Mr. McMvuien. Yes. And the low-cost shipbuilding center is not 
determined on the basis of cost alone, sir. There are other factors 
which enter into it. Namely, the ability to build the ship. For 
example, you take a country like Sweden. They are one of the leading 
shipbuilders of the world, but they cannot build a large passenger 

ship because they do not have the capacity. 

Mr. Asnixy. At the time that you took your trip for purposes of 
our construction subsidy in this country, did you make a determina- 
tion as to the low-cost shipyard at that time? You say you went to 
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London, of course, and checked with your people there, and then you 
went throughout Europe. 

Mr. McMutten. Yes, sir. 

Mr. Asuiry. Did you find that the English shipyards, as of that 
time, were the low-cost shipyards with respect to this work ¢ 

Mr. McMut.en. No, sir, we did not. We narrowed the field down 
and we found evidence to the effect that the United Kingdom was 
no longer the low-cost shipbuilding center of Europe. 

Mr. Asniey. Which was? 

Mr. McMutten. Well, it narrowed down to a group of several 
different countries, and it will vary from month to month and from 
job to job. 

Mr. Asutey. When did you take your trip, sir? 

Mr. McMutten. In December. 

Mr. Asutry. And you say that the information which you came 
back with will be sufficient for the next year ? 

Mr. McMu tien. Yes, sir. 

Mr. Asuiey. And yet you do say now that it will vary from month 
to month, and the determination which you made in December may be 
very easily changed. You have narrowed it down, you say, to a few 
countries. 

Mr. McMutten. Yes, sir. 

Mr. Asutey. Is it not possible that within a few months from now 
some of those countries may be disqualified on the basis of new build- 
ing that has come to them, and that other countries who will lose 
shipbuilding contracts, who will finish work, will perhaps come into 
the low-cost construction field ¢ 

Mr. McMutzen. It can change rapidly, sir, but we have indexes to 
keep track of them. We have published indexes from every one of 
these countries, as to their material cost and as to their labor. The 
trend will usually follow on those two things. The reason it will 
vary between countries is the fact that one country might change its 
profit rate or overhead factors or something like that to get a reason- 
able job. 

Mr. Asuiry. Do you feel it is possible, then, to take a trip as you 
did, and with that, plus the information which is constantly available 
to you, to establish for a period of a year just what the situation 
will be in the foreign shipyards of the world? 

Mr. McMutten. I do, yes, sir. 

Mr. Asutry. That is all. 

The Cuatmrman. Are there any further questions? 

Mr. Casey. There is, of course, the added factor in determining the 
foreign shipbuilding center, of the political conditions in the country, 
the currency situation, all of which require constant and steady sur- 
veyal and by someone in a position to report back accurately the situa- 
tion. That is correct; is it not? 

Mr. McMutzen. It has to be determined by someone, yes, sir. 
Whether it has to be a report back or whether it can be determined 
from the United States is another question, sir. I mean, for example, 
I think we can predict the political stability of countries just as well 
from Washington as we can from abroad, sir. 

Mr. Casey. Let us take, for example, the aspect of a shipbuilding 
industry of a foreign country suddently becoming infiltrated with 
Communist-dominated unions. That would be an important con- 
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sideration in your determination whether that is a representative for- 
eign shipbuilding center ¢ 

‘Mr. McMctten. Yes, it would. 

Mr. Casey. And you could determine that here from Washington ‘ 

Mr. McMutten. Yes, sir, with the sources which are available to us 
in Washington. 

Mr. Casrey. What are the sources ? 

Mr. McMu ten. It would be the State Department as to political 
stability. 

Mr. Casey. Do you constantly contact the State Department ? 

Mr. McMutten. Yes, we do. 

Mr. Casey. And you have advice in your files as to the political 
conditions and the situations so far as the unions in connection with 
the shipbuilding industry ? 

Mr. McMutten. Yes, sir. We have very late information, I 
should say. 

Mr. Casry. Thank you, sir. 

Mr. McMutxen. And we have made a specific inquiry to the State 
Department to supply such information, Mr. Casey. 

Mr. Casey. When was that ? 

Mr. McMctten. In November. 

Mr. Casey. What happened before November ? 

Mr. McMctten. This specific inquiry was made as a result of the 
continuing information which they were sending us. The State De- 
partment, in their usual business, for example, on anything pertaining 
to maritime matters, shipyards, shipbuilding, under ordinary circum- 
stances, will forward copies of that correspondence to the Maritime 
Administration. 

Mr. Casry. Mr. McMullen, what I have been driving at is the fact 
that during this coming fiscal year, you intend to incur obligations for 
construction subsidies in connection with the 4 ships, 2 for Moore- 
McCormick and 2 for Grace—— 

Mr. McMvtten. And in addition, several others. 

Mr. Casry. Of somewhere in the vicinity of $40 million. 

Mr. McMutten. Yes, sir, about $40 million. 

Mr. Casey. And a 1 percent difference in the computation of that 
differential could amount to hundreds of thousands of dollars. 

Mr. McMutzen. That is correct. 

Mr. Casey. And that 1 percent could very well be influenced by 
the nature of the information that you have at hand here in Wash- 
ington figuring out foreign cost estimates. 

Mr. McMutten. That is true, sir. 

_Mr. Casry. With that background, it just strikes me, and I would 
like to have your reaction to this, that there has been a deficiency in 
the past in not maintaining in Europe, and possibly in other ship- 
building centers throughout the world, a sufficient staff of experi- 
enced, trained people on Maritime Administration’s own payroll that 
will have their finger on the pulse of the shipbuilding industry and 
the cost information of that country in order that there will be a 
continuous and as accurate as possible file of information back here 
In the Maritime Administration. Have you considered the advisa- 
bility of such a course ? 

Mr. McMctren. Yes, sir. As I mentioned, in Japan we are fol- 
lowing that course, for the reason that our representatives have direct 
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contact with the shipyards. But, Mr. Casey, take the case of the 
United Kingdom. We could put 20 men in the United Kingdom, 
and the sources of our information would not be any better, due to 
the fact there is a certain resistance to having an individual walk into 
your shipyard and saying, “Sir, may I look at your books?” I mean, it 
is a question of looking at a man’s bankbook. It has to be approached 
on a very technical basis. A ship is not just dollars. It is made up of 
many component | arts. Each one of these parts is determined by the 
quality, the weight, and the number of items that are included in it. 

Mr. Casey. You only have one man in all of Europe? 

Mr. McMctien. At the present time, yes. 

Mr. Casry. And for some time you did not have anybody in Europe, 
for some period of time in the past 2 vears ? 

Mr. McMuttien. I am not sure. I am not aware of that fact. 

Mr. Casey. This man that is in London, has he been able to go into 
any of the shipyards and get cost information ? 

Mr. McMuten. No, sir. 

Mr. Casry. He gets it over the telephone, does he / 

Mr. McMcuien. He usually gets it out of magazines, or sends us 
copies of magazine articles or letters*which he has written to suppliers 
in the United Kingdom. However, the method that he uses is that 
he sends or directs letters to the same suppliers who would supply the 
equipment to the British steamship companies. That is the basis of 
his emcees 

Mr. Casey. He has no way of checking that information / 

Mr. MoM LLEN. No, he does not. 

Mr. Casry. What does he do in the other countries of Europe ? 

Mr. McMvutien. He makes occasional visits to those other coun- 
tries of Europe, and also he has the source of all the published data 
in the various magazines. Mr. Casey, I do not want to be in the posi 
tion of defending a lot of minor procedural matters in this particular 
instance. lL can see exactly what you are driving at, and I appreciate 
it. I must say that, as I mentioned in the beginning, this is a question 
of judgment. You have to use the best possible judgment you can 
in getting this information. It varies from person to person, from 
shipyard to wy en and from country to country. 

Mr. Casry. | do not think they are minor procedural matters, Mr. 
McMullen, I think you are charged with a responsibility here of 
fixing subsidies amounting to hundreds of millions of dollars, and I 
think the soundest proce dures possible are necessary in order to estab 
lish as accurately as possible what the foreign cost estimates are. 

Mr. McMvuuien. And that is exactly what we are doing, Mr. Casey. 

Mr. Casey. No further questions § 

The Cramman. Mr. Allen? 

Mr. Auuen. Mr. McMullen, do you not find that the responsibility 
for determining the subsidy differential and the responsibility fon 
making a mistake is with your department? The source of your 
information is with another department. Does that fact not in itself 
mitigate against as thorough an effort as is made now, or as might 
be made if you were m: aking the effort in your department ? 

Mr. McMvuuien. And that is the reason I went to Europe myself. 
Mr. Allen, to look at the matter and make my own determinations and 
my own opinions as to what should be done and what would be the 
best procedure of obtaining this information. 
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Mr. Auten. I take it, then, that if it is wrong now, it is your fault 
and before you could not tell whose fault it was. 

Mr. McMutien. That is right. 

The CHatrman. Are there any further questions on this? I do 
not want to prolong the discussion on this repair program, but I take 
t you committed the appropriation that was made last year? 

Mr. McMutien. Not completely, no, sir. 

The CuarrmMan. I notice here the program for fiseal 1955 is ap- 
proximately 50 percent completed. 

Mr. McMunuen. As far as the number of ships are concerned, yes, 
sr. 

The CuairmMan. Do you mean ships selected or ships contracted 
for ¢ 

Mr. McMuuuien. The ships contracted for, sir. In the first phase 
of the work, the numbers are approximately halfway through the 
program. 

The Cuamman. You have committed what percentage? You re 
ceived $12 million. 

Mr. McMutuien. As of December 31, 1954, we have expended 
S? OOZB 362 

The Cuatrman. And you have about $9 million left in the pro 
gram ¢ 

Mr. McMutien. Yes, sir. 

The Cuatrman. And then, in accordance with the price trends that 
you have on page 8, you are slowing the program down until the 
demand for work can catch up with the program, are you not ? 

Mr. McMutien. We are scheduling the program. As you notice, 
we have the future expected dates of withdrawal from the reserve 
fleets on the last page here. That is the second pages 4 and 5 in the 
hack of the book. You see, we have the scheduled withdrawals from 
fleets. 

The Cuamman. You have $9 million left. How much are you ask- 
ng for in the budget ? 

Mr. McMvutxen. $6 million, sir. 

The Cuarrman. That is on this program ? 

Mr. McMutien. Yes, sir. 

The CHamman. The outlook for work now, according to this situa- 
tion, is that you will not spend over $9 million, will you, in fiscal 
1955? 

Mr. McMvuten. No, sir, not in fiscal 1955. 

The Carman. Why did you ask for $6 million in your budget? 

Mr. McMutren. In order to continue the program. Under this 
~ ase of the program we are completing only 70 of the ships, sir, with 

he $12 million. The initial program, as it was introduced in the Con- 
xress last year, included 205 ships. 

The Cuatrrman. Are the majority of the ships that you have selected 

n support of the combat part of the Navy or the supply part? 

Mr. McMutzen. The attack transports would be the support part 
of the Navy. 

The CHarrman. And that is the major part ? 

Mr. McMutien. Yes, sir. They are all designated as naval auxil- 

aries, 

The es It is not what we would term the commercial type 
OT vessel 7 
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Mr. McMutien. No, sir. All of these ships that are being with- 
drawn are designated naval auxiliaries. 

The Cuarrman. In other words, the Navy is using this appropria- 
tion for their own business, instead of taking it out of their appropria- 
tion. Weare not getting in the reserve fleet improved merchant ships 
to any great extent. Of course, we actually do get the benefit. Do I 
make myself clear 4 

Mr. McMuten. Yes, sir. 

The Cuarrman. In the armed services they play it pretty smart. 
They try to get somebody else’s appropriation, but you try to get 
their’s. 

Mr. McMutien. I think I am going to suggest a way this morning, 
Mr. Chairman, on the new ship design. 

The Crarrman. All right. 

Are there any other questions on this program? If not, we will 
vroceed. 

Mr. McMutien. Mr. Chairman, you asked a question yesterday 
concerning the gas turbine, and if you will bear with me for a minute, 
1 would like to show you the cycle which I was trying to explain to 
you at that time. As I explained to you yesterday, you take the 
atmospheric air into a compressor, which is about 13 or 14 stage axial 
flow compressor. It is then discharged from the compressor and goes 
through what we call a regenerator. It is nothing more than a heat 
exchanger. The theory is that since these are the exhaust gases, you 
wi ant to take as much of the heat out of those before they go out your 
stack. You heat up the fuel a little bit more before it comes into your 
combustion chamber. 

Then it passes through a combustion chamber and goes through 
the so-called high pressure turbine which is the one that drives your 
compressor. After discharge from the high pressure turbine, it goes 
into the low pressure turbine, which has the shaft attached to the driv- 
ing propeller of the ship. 

In our case, we are going to use a controllable pitch propeller. The 
gases are then exhausted from the low pressure turbine and brought 
out through the same heat exchanger and discharged through the stack 
of the ship. 

There are many variations of this gas turbine cycle. This is one of 
the basic types and is the one that we are going to use in our third 
Liberty ship conversion. The free piston engines, instead of having 
the compressor, the combustion chamber and the HP turbine, does 
this portion of the cycle by another means, which is a mechanical 
means in these two opposed pistons as I described gemgp ee 

In that particular instance, instead of having 1 gas turbine, we 
are going to have 6 gas generators in the ship. These gases will 
exhaust assuming the same temperature and pressure at this point, 
and will be discharged in the same fashion and will go out, driving the 
propeller 

Here is an artist’s conception of the same gas turbine which I men- 
tioned. This is the same gas turbine which the General Electric Co. 
has supplied approximately 100 of. It is installed on the pipelines, 
and the locomotives, and some of the electric power generating stations. 

I just wanted to point that out, and acquaint you a little bit better 
with this particular program. 
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Actually, Mr. Chairman and members of the committee, this pro- 
cram, from the standpoint of research and development, is one of the 
finest ones that is currently under way in any country of the world 

s far as marine propulsion is concerned. 

The Cuatrrman. Mr. Allen 4 

Mr. ALLEN. Captain, one of the phases of this program which I 
thought was of the highest value was that we could get a prototype 
and put a Liberty ship back in use in time of an emergency. 

Mr. McMutuen. Yes, sir. 

Mr. Auien. I have heard conversations about the gas turbine. 
Usually, the statement has been made that in time of war the type 
of metal that goes into the gas turbine would be the type which would 
be subject to highest priority, and the ability to get the turbines or 
the compressors would be so competitive with other activities that we 
probably would not have a Chinaman’s chance of getting 1,500 in- 
-tallations that would put the entire Liberty fleet back, if we had such 
ideas. Would you comment on the potential availability in wartime 
of this type of power? 

Mr. McMutuen. Yes, sir. The specific reason that we are in- 
terested in developing this particular gas turbine cycle, the free piston 
one, is just because of that fact. It is available in time of mobilization. 
These units are all low temperature, low pressure units. They can be 
manufactured in one size any place in the country where you can 
presently manufacture a diesel engine or a comparable piece of heavy 
equipment, and they, too, through the introduction of a low tem- 
perature, low pressure turbine, would be more available, probably, 
than any other type of propulsion plant that I know of at the present 
time. 

On the high pressure one, sir, there is a great deal of talk about the 
amount of critical materials in the high temperature, high pressure 
gas turbine, but, on the other hand, it is minor when you consider the 
fact it is just required in the first few stages of the high pressure 
turbine. ‘This is the critical part of the unit, the first few stages of the 
high pressure turbine, and your combustion chamber. 

Mr. Aten. What is the situation with regard to large gears, which 
is another phase of the program that we are worried about? 

Mr. McMutien. The gears are a bottleneck in any mobilization 
program, sir. It is not the size of the gears as it is the size of the 
hobbing equipment that we have on our industries. The attempt 
‘as to be made under any mobilization program to cut down the 
pinion diameters and the gear diameters so that the massive quan- 
tity of our gear producing equipment can be used. The limitation, 
in other words, is on the gear diameter. 

Mr. Aten. Without the ability to cut the large gears, you could 
not make the installation even on the free piston type of power? 

_Mr. McMutten. Except, sir, in the free piston type of program, 
sir, you can vary the revolutions of your turbine to such an extent 
that you can actually control the diameter of the bull gear and your 
reduction gear. That is what we are attempting to do, to have a gear 
which will have a diameter of less than:80 inches. 

Mr, Atien. Then you would conclude that if this project is carried 
on, 1t would be both an attempt to get a satisfactory powerplant and 
also the type of powerplant you could get under emergency conditions / 
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Mr. McMutuen. Actually, that is one of the main emphases behind 
the free piston development; yes, sir. 

Mr. Chairman, and members of the committee, I now come to the 
phase of the program which I feel is of interest to everyone who has 
any interest in the merchant marine of the United States. For the 
last 6 months, we in the Maritime Administration have been design- 
ing a new series of ships for the specific purpose of approaching the 
period when we are going to be required to renew the major portion of 
our merchant fleet, with ship designs which are modern and which are 
commercially competitive. We have approached the problem of de- 
signs on the theory that no one ship can fulfill all the requirements 
of our merchant marine, due to the variations in trade routes, the 
variations in operations, the variations in types of cargoes. 

As a result, we designed seven new ships with the idea that these 
would be the replacement ships for our future merchant marine. 
We have given prime consideration in the dry cargo ships to the 
cargo handling problem, because that is the place in the design of the 
ship that you cut down on your operation costs and also on you 
construction costs. 

In order to do that, we have made a departure from our previous 
designs to the extent that we have moved the machinery aft. We have 
simplified the hatches to such a point that we have large hatches 
which will ease the cargo handling problem. This particular design 
here is the one which we propose as the replacement for the so-called 
Liberty ship. It isa ship which we have named the Freedom class and 
consists of having a length on the water line, that is, the length along 
the water line, of 417 feet. 

It has a cargo deadweight capacity of 8,800 tons. That is the 
total deadweight capacity of the ship. 

We have also coordinated the design with the Defense Department 
in order that where it does not compromise the commercial char- 
acteristics of the ship to the extent that would cause the ship to be of 
no use commercially or detrimental use commercially, we have in- 
corporated their suggestions as far as their own requirements are 
concerned. 

Mr. Asuiey. Would you repeat the deadweight tonnage of that 
ship? 

Mr. McMutten. 8,800 tons. 

Te Cnatrman. Since this ship is going to replace another ship in 
the national defense series, make the comparison of this ship with the 
ship it is going to replace. 

Mr. McMutten. Yes, sir. This is going to replace the C1B design. 
It is designated C1B. I think perhaps first I should explain the 
way we file these ships or characterize them. When you talk about the 
displacement of a ship, that is simply the total weight of the ship as 
measured by the amount of water which it displaces. 

I think Archimedes was the first man that discovered it. You will 
recall he sat in his bathtub, all the water flowed over onto the floor. 
and he said, “Eureka, I have found it.” The thing he found was that 
his body displaced an equal amountof water as it ran out on the floor 

The next thing we use is the gross tonnage. As you will note with 
all the characteristics throughout the world, it is listed as gross ton- 
nage. The gross tonnage is nothing more than the internal volum: 
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of the ship, with a few exceptions, divided by 100, and the 100 being 
100 cubic feet per ton. So the internal capacity of the ship, in cubic 
feet, d livided by 100, is your gross tonnage. 

The deadweight is the amount of cargo which the ship can carry 
in tons. wie 

Che difference between this ship and the Liberty ship first is in 
speed. We now havea ship which we are desig ning to go either 16 or 
18 knots, depending upon the horsepower installed in the ship. In 
order to meet the requirements of mobilization, we have designed the 
engineroom for the 16-knot version, so that it can be fitted with five 
aifferent types of powerplants. In other aeie. if you see the bottle- 
neck coming in gears, you move to a type of powerplant which does 
not have gears, and vice versa. It olives us a great deal of flexibility 
in the selection of the powerpl: int for the ship. 

The next thing we have done Is we have gone to putiing the ma- 
chinery aft. In other words, prior to this, they have taken the best 
portion of the ship, insofar as cargo is concerne d, and used for the 
machinery space. Machinery cannot m: ike money for you on a ship. 
What you have to do is have ‘good cargo and h: indling facilities. good 
cargo stowage. When you have your machinery aft, it is placed in 
that portion of the ship which is not too suitable for cargo, because 
of the shaping of the ship. 

We also had to move it aft due to the fact ~ since the lines of 
this ship are finer, as pahennuite ited by the | 


highe : r speed, the after por- 
tion becomes even less desirable for cargo. So this is the ship as it is 
designed. 


We have the speed of 16 knots with 7,000 horsepower and 18 knots 
with 10,000 horsepower. It is a ship which is included in our next 
year’s budget and is designated as our austerity design. The reason 
we call it the 1 austerity design is that we intend in each one of these 
designs to have two versions, the one version being strictly 


mercial, and the other version being an austere or mobilization 
version. 


com- 


Che reason I make the distinction is that during time of war, or 
mobilization, the most important problem you have is manpower. 
That is the thing that is hardest to find, bec ause it represents cost, 


time, and everything else that is involved in the shipbuilding. 


So when we talk about the austere design, we mean cargo handling 
(res 


gear not up to the best commercial characteristics, but it is 
handling gear which will do the task of a point 
which is needed in wartime. 


a cargo 
to point carrier, 


that is the time when you want to put a full load of 
ship and bring it to another place and discharge it 
from the commercial characteristics of 
yo idler. where he foes from 


cargo on a 
, as differentiated 
ship which is that of 
ohe port to another, and he may only 
int to discharge part of his cargo. 

lor that reason, in order to meet these requirements, as I mentioned, 
of the military, we have included in this design =P ec die things which 


ire Just as good for the military as they are for the commercial. 


lor example, in the case of the 7 ate hes, i in order to meet the desire 


we rat sioned : 1 long hi: atch. 
But on the tween decks we have pl: soe pontoons in the cemiaa which 


tre removable, as desired by the military. 
trade the operator 


of the milit: ary to have a very large hatch, 


he 


; But in the commercial 
can open both ends of his hatches and either load 
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one end or the other and still have cargo resting on the tween decks. 

This particular design shows the mobilization version. 

We have the manning for the gun crews, we have space for the gun 
crews included in the design, and as you see on this rendering the two 
guns are mounted fore and aft. 

The CHairMan. What was the difference in speed that you spoke of, 
how much power for a 16 and 18 knot vessel? What is the difference 
incost? Take the power first, the power for a 16 and the power for an 
18. 

Mr. McMvutten. The power for 16 knots is 7,000 shaft horsepower. 
The power for 18 knots is 10,000 shaft horsepower. As far as cost 
is concerned, you have to talk about the cost for a commercial operator 
and the cost under the stress of the mobilization program. 

The 7,000 horsepower is a commercial rating and the 10,000 horse- 
power is a naval rating. So if the operator, for example, chose to 
build this ship as a 16-knot ship or an 18-knot ship, he could choose 
between what horsepower rating he had and still have the machinery 
fit into the engine room. 

Under the period of mobilization and its use exclusively by the 

Navy, we are permitted to exceed the commercial design limitations 
which are placed on the \ — items of machinery. So with this 
7,000 horsepower plant under } Navy rating, with some minor modifi- 
cations, we will be able to “soup” that ship up to perhaps 10,000 
horsepower, so that in the range, depending upon the availability 
of the equipment, we could have this ship go anywhere from 16 
to 18 knots, sir. 

The limiting thing, of course, in the design of a ship is to make sure 
that your lines are such, sir, that you do not need an excessive amount 
of horsepower to drive it at a certain speed. 

Mr. Totiterson. Does the cost go up in direct proportion to the rise 
in horsepower ¢ 

Mr. McMutien. No, sir. You see, it varies. The cost varies in the 
type of equipment, but it does not go up directly, Mr. Tollefson. 

Mr .Touierson. For instance, you have a 7,000 horsepower and a 
10,000 horespower engine, but the cost does not go up proportionately ? 

Mr. McMutten. No, sir. 

Mr. Totierson. But it takes 3,000 more horsepower to push the ship 
2? knots / 

Mr. McMutien, Yes, sir. 

Mr. TotueFson. That is the most expensive 2 knots, is it not ? 

Mr. McMvuuien. Well, in terms of dollars, yes, it is. It is the most 
expensive 2 knots. 

The Cuairman. I asked that question also. I think you passed it 
over. What is the difference in cost between the 16- and 18-knot ship 
of that type? 

Mr. McMutien. Under mobilization conditions, the speed change 
could be accomplished for about $150,000 per ship. We could do that 
by souping up the various auxiliaries and extending the commercial 

ratings of the equipment. 

Mr. Totierson. That is the installation cost of the equipment. 
How about the operating cost ? 

Mr. McMutzen. The operating cost, again, under mobilization con- 
ditions, sir, is not the important factor at that time. 
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The CuamrMan. It is important. We want to know what the dif- 
ference in operating cost would be between 16 and 18 knots. 

Mr. McMctxen. In fuel, sir, it is very little. I mean, it is less than 
1 percent. 

Mr. Touierson. Less than 1 percent! 

Mr. McMulLLeENn. Yes, sir. 

The CHarrMan. We have been told here that is where the great cost 
comes in, when you jump from 16 to 18 knots. 

Mr. McMu.uzen. In construction costs, sir? 

The CuHarrMan. No, in fuel costs, that it cost so much more to 
operate the ship. 

Mr. McMutien. The total amount of fuel in barrels per day is 
higher, sir, but I am talking about the efficiency of the plant at this 
particular time. I am making my distinction on the basis of the 
plant efficiency. 

Mr. Totterson. We would kind of like to know about the dollars 
and cents aspect, too. We did have some testimony here last year in 
connection with our tanker bill which indicated to me, at least, that 
the extra 2 knots would cost a terrific amount of money. 

Mr. McMctien. On total barrels per day; yes, sir, I am talking 
about this ship as a mobilization vehicle in which we are not restricted 
by commercial design characteristics. In other words, let me explain 
it this way, sir: On an overload rating of a boiler under commercial 
conditions, we have an excess, say, of 50 percent. Under mobilization 
conditions, we can use that 50 percent. There is no regulating body 
which says to the Navy, “You cannot use that 50 percent extra. ” But 
there is an agency which says that to the commercial operator. 

Mr. Touterson. If it took 70 barrels of oil to operate that 7,000- 
horsepower plant, would it take a hundred barrels to operate the 
10,000-horsepower plant? 

Mr. McMutien. Yes, sir. That is not quite it, but approximately 
that is correct. I see what you meant now. I apologize. 

Mr. Totierson. Even that would not agree with the ne we 
had last year. If we had a 7,000-horsepower plant, and, by way of 
illustration, it took 70 barrels of oil per day to run it, according to the 
testimony we had last year it would take more than 100 barrels a 
day to run the 10,000- horsepow er plant. 

Mr. McMutten. Mr. Tollefson, m: iv I make up a list of the various 
fuel consumptions of different classes of ships and send them for the 
recor cd? ¢ 

Mr. Totterson. That would be perfectly all right. 

(The information is as follows:) 


Fuel consumption of typical ships 


eA , ear ght Norn ship pproximate 

Ship designation oa hor . ao lt = rels per d Ly 
CI-M-AVI . 5, 100 1, 700 - 
a. 9, 200 6, 000 257 
l2-SE-Al 16, 700 6, 690 311 
( 12, 390 8, 500 358 
(4-S-la (Marine 13, 400 17, 500 650 


Mr. Roseson. Is not the controlling factor the design of the ship 
i’ bringing on extra speed ? 
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Mr. McMctien. Yes, sir, it is. It varies. 

Mr. Ropreson. You are here talking about a certain design to have 
a fast speed. 

Mr. McMutuen. Yes, sir; that is correct. 

Mr. Roneson. But if you attempted to put that same speed into the 
old designs, or ships designed for lower speeds, it would be excessive ; 
is that right ? 

Mr. McMutien. That is the point, yes, sir. AS I explained, sir, the 
ship was designed for an optimum speed of 17.25 knots. So ac tually 
at the 16 knot condition it is underpowered, aa at the 18-knot condi- 
tion it is slightly overpowered. We tried to make the optimum at 
17.25. As Mr. Robeson pointed out, the great increase in horsepower 
comes when you try to push a ship which is designed for 16 knots and 
which has the lines for 16 knots and try to make it go 18 knots. 

Your horsepower increases in that area of the curve, perhaps, as 
the fifth power of the speed. 

The Cuairman. If the features of this vessel were used in the con- 
struction of a supertanker, and the picture looks very much like a 
tanker, would the ratio of increased cost be the same in a tanker as 
it is in this dry-cargo ship ? 

I am speaking now of a 16- and 18-knot speed. 

Mr. McMctten. If all other conditions are the same, as far as the 
p propulsion plant is concerned, yes. 

The CuarrmMan. That was not the testimony we had on the tankers. 

Mr. McMutten. But, sir, the difference comes in the type of opera 
tionoftheship. For ex: unple, this ship is in port a greater percentage 
of its time than a tanker. A tanker may be underway for 80 percent 
of its normal life. This ship, due to ‘the unloading facilities and 
everything else, may be at sea only 40 percent of its life. It is a 
question of the utilization, Mr. Chairman. 

Mr. Torterson. I have been doing a little arithmetic to try to get 
this clear in my mind. You said, if I understood you correctly, using 
the illustration I gave you that it would take 70 barrels of oil per day 
to operate a 7,000- horse power plant, that it would take roughly 100 
barrels a day for a 10,000-horsepower plant. Did you say that was 
roughly true? 

Mr. McMvuuten. For this particular design, yes, sir. 

Mr. Touiierson. But only producing 2 more knots. So that addi 
tional 30 barrels of oil produces only 2 knots of additional speed. 
That is where the cost would come in, is it not ? 

Mr. McMutten. Yes, sir, and that amounts toa great deal of money 
over a period of a year. 

Mr. Bexti. What did you mean by the 1-percent addition a moment 
ago! 

Mr. McMuuten. That was in fuel economy. I was talking about 
fuel economy. I was talking about plant efficiency. In other words, 
when you soup up a plant or increase the plant by simply building 
up your auxiliary and giving them bigger capacity, your fuel econom) 
as expressed in economy drops 1 percent. 

Mr. Beit. Do you mean in the way the plant uses the fuel ? 

Mr. McMctten. Yes, sir. 


Mr. Rogerson. You were talking about the unit of power. It is the 


unit of fuel, but not the total cost ? 
Mr. McMutuen. Not the dollar, no, sir. 
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The Cuarrman. Mr. Allen? 

Mr. Auten. Captain, before you leave the first ship, we have had a 
lot of criticism over the years ‘with regard to the Mariner program 
which in part was because the industry that later wanted to buy the 
ships had not been consulted originally with regard to the design or 
configuration of a ship which would fit the particul: iv trade of the 
pote ontial purchaser. 

I am curious to know whether the ship you have t: alked about, and 
the others that you may mention, have been designed as a poo am 
between the Navy and the Maritime, or whether there has been a 
large role played by the industry, the pote ntial users of the ships. 

Mr. McMutien. The answer to the first question is “No,” and the 
inswer to the second one is “Yes, sir.” 

We have coordinated the design of these ships to the maximum 
possible extent with industry. In the case of the larger design which 
I will come to, it has been distributed to over 48 steamship operators, 
both individually and through the AMMI, and other representative 
eroups. We have the same intention of submitting these other de- 
signs as they are in the shape. We have already submitted to indi- 
vidual operators the clipper-class design. 

In addition to that, we have consulted on a continual basis with the 
leading ship designers in the United States, and have submitted 
these plans and specifications to them in order to obtain their individ- 
ual comments as to every phase of the design. 

The Navy requirements came into it only on a basis of a memoran- 
dum from the Navy as to what they would like to see in the ships from 
1 military standpoint. We have attempted to put those require- 
ments into the ship to the maximum extent possible without detracting 
from the commercial competitive features of the design. 

Mr. Atuen. To go a little more into the details, when you submitted 
these plans and proposals to industry, did they react with suggestions, 
point out things that were good or bad? Was there any action taken 
upon their suggestions, if they made any? 

Could you give us some detail there? 

Mr. McMutten. Yes, sir. Going back to the Mariner program, 
I was not here at the time but I have looked at the records, and at 
that time, industry was asked to comment upon the design of the 
Mariner, Actually, they just failed to do it. At this particular 

me, going back—— 

he CuatrMan. Lam glad you brought that out. You said industry 

asked to comment on aie design and construction of the Mariner 
program ¢ 


t 


Mr. McMvcuueNn. Not on the construction, but on the design, ves, sir. 
Phe CHamrMan. On the ne 

Mr. McMuLien. Yes, si 

The CHarrmMan. Then it is not true that the Mariner program was 
nstructed only with collaboration of the Navy. Industry had an 
portunity and did not take advantage of it. 

Mr. McMutten. I think that is correct, yes, sir. 

The CuarrmMan. And since then they have complained of the type of 


sSel. 


Mr. McMutuen. Yes, sir 
The CHarrman. That is all. 
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Mr. Auuen. I believe you were starting to give us a little detail on 
what had happened with regard to industry cooperation on this 
progr am. 

Mr. McMutien. On this program, we have, as I said, submitted it 
to organized shipping groups, such as the AMMTI, and we have also 
sent it to individual ship operators and to individual design agents. 
We are presently, naturally, correlating all of their comments, and 
are including those as much as possible in the designs. 

Ni aturally, they are conflicting, Mr. Allen. As you know, every 
operator has different attitudes and different requirements. 

Mr. AuLeN. Is there any attempt being made with regard to these 
programs to contact potential operators in order to design a few ships 
at the outset so as to fit a specific trade? 

For example, is there any attempt to avoid what is going on with 
the Pacific Far East Mariner purchases where there were some major 
conversion which I understood cost more money than might have been 
necessary had they originally been in consultation on the plans and 
designing, and the letting of the contract. 

Mr. McMutien. The PFEL case is a special one. Mr. Allen. It is 
questionable whether they should have waited until the ships were 
partially completed to buy them, but I believe that the cost factor in 
there is one of insurance, mortgages, and so forth. 

Under the conditions under which we are now proceeding, we are 
actually submitting this design to individual operators, and we are 
asking them for an expression of their interest. We are concentrat- 
ing on those operators who have the greatest replacement problem. 

Mr. Auten. That is very fine. Thank you. 

The Carman. Then they will all not be of one particular type. 
Some of these ships will be of one design and some of another design. 

Mr. McMvtien. Yes, sir. That is what I am tr ving to show you 
here. We are working on the theory that no one ship ‘will fulfill all 
the requirements. T hey need different capacities and different char- 
acteristics. In the next picture you will see the smallest ship in our 
dry cargo series. 

The Cuairman. This is getting very interesting. 

Incidentally, before we have the next meeting with the Maritime, 
I want a little stage or table put over there so ‘that the members of 
the committee can all clearly see and understand these charted items, 
and then the audience can also see the charts. Do not do it today, 
but please do it before the next meeting. 

Mr. Robeson ? 

Mr. Roseson. Time is running out on some of us who are other- 
wise involved. Could we go through the ships so that if we miss out on 
the detail we will at least have some familiarity with the types of the 
ships? 

Mr. McMctten. Yes, sir. 

The various types include four dry cargo ships. That includes the 
Freedom class which you saw, which has the characteristics of about 
8,800 tons deadweight. 

The next design is the smallest one in the series and we have named 


it the Island design by the fact that it has a low draft and a small 


carrying capacity, and would be used for those operators with limited 
cargo trade, such as in the gulf, between the gulf and out to Mexico. 
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The next design is the so-called Clipper class, which is the size 
next larger than the Freedom class. 

That has a speed of 18 knots with machinery aft, and has a dead- 
weight capacity of about 10,900 tons. The largest one in the series 
has been named the Seafarer class, and that has the same capacity as 
the Mariner, but is 18 knots rather than the 20 knots of the Mariner. 

They are the four dry cargo ships. 

The next ship in the series is a tanker which has been designed 
with specific emphasis on coastwise trade. ‘That has a speed of 20 
knots, which is considered as a national defense feature in the design. 
This tanker has certain national defense features built into it. 

The next design was the bulk class, which includes bulk carriers. 
We instituted this new design into the series—it is not a new design of 
a ship—as a result of the President’s Material Policy Commission 
Report which stated that by 1975 the raw material imports into the 
United States would be expanded from 15 million long tons annually 
to 75 million long tons, which necessitates the need for a specific 
type of ship. 

The final one in the series is the so-called Trailer ship, which re- 
ceived some publicity lately. This is designed specifically to take 
truck trailers from one port to another port along the coast of the 
United States. 

This picture represents the artist’s conception of the Trailer ship. 
We have certain features in this design which make it a very attrac- 
tive ship not only from the commercial standpoint but also from the 
mobilization requirement. standpoint. 

The economics of the ship include the possibility of transporting 
trailers, say, from New York to Norfolk, and on an overnight basis, 
at a cost of approximately 114 cents per ton-mile versus the present 
214, cents which it costs to transport the goods over the highways. 

The theory is that these trailers will be run aboard this ship and 
loaded on 3 different decks in a period of about 4 hours. It Is an- 
other approach to the cargo-handling problem; namely, get rid of 
as much manual labor as possible. These 200 trailers are run into the 
ship and are loaded on the 3 decks of the ship. It is a high speed 
vessel, being 20 knots. It will then proceed from New York to Nor- 
folk, where the trailers will be discharged the following morning, 
picked up by another group of tractors and proceed on their way to 
the South or West, wherever they wish to go. 

Under mobilization conditions this ship would be immediately 
available, naturally, for the transport of an armored division’s ve- 
hicles or any of the other rolling equipment needed by the Army and 
the other sources. 

The characteristics of this particular design include a speed of 9 
knots, and a shaft horsepower requirement of 15,000 normal. 

I do not believe I will run through the loading sequence. 

Mr. Ropeson. You did what I asked you to do, to let us know how 
many and approximately what they are. 

Mr. McMutien. The next one is the tanker. 

Mr. Aten. Is that Trailer ship a roll-on, roll-off proposition or 
a crane load ? 

Mr. McMutten. It is a roll-on. Here is where the trucks enter 
the ports fore and aft. It is loaded and discharged simultaneously 
through both of these ports. 
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The unique feature of this design, as contrasted to other designs 
which are being considered, is the fact that the ship can use existing 
port facilities to a great extent. It does not necessitate the construc 
tion of a specific end terminal. For example, I think you might have 
read about Mr. McLean’s concept of his requirements. He intends 
to build a ship so he has a fixed terminal in Wilmington, N. C., an- 
other one in Norfolk, and another one in New York. He will then 
go to these fixed terminals and discharge his trucks through the end 
only. There will be no side port discharging or loading. 

This next item is a tanker which was designed by a joint commit- 
tee of industry and the Maritime Administration. The representa- 
tives from industry consisted of the top designers and naval archi- 
tects of the various oil companies, and incorporates into it specific 
national defense features, namely, the speed; it is ice strengthened 
according to the specifications of the ABS, and it has boiler c¢a- 
pacity in it so that the ship can fuel at sea. That is, pump at the 
rate of 15,000 barrels per hour from its tanks into the ship which it 
is alongside of in Arctic waters. 

The main requirement for fueling at sea is to have a heating ca- 
pacity to heat your oil so that you can pump it to the other vessel. 

This ship has an overall length of about 615 feet. It has a designed 
draft of 32 feet, and the capacity is 180,000 barrels. It has a speed 
of 20 knots, sustained sea speed. 

The other national-defense features built into the ship include ad- 
ditional space for generator capacity, evaporator capacity, shock- 
resistant mountings, and things of that nature, which are strictly 
noncommercial. 

The Cnarrman. What tonnage is that ? 

Mr. McMoutten. The tonnage is 22,000. 

The CuarrmMan. That would not be what is spoken of as a super- 
tanker; would it ? 

Mr. McMutten. I don’t think so, sir. You can call a super- 
tanker anything from 25,000 to 50,000. That is what it comes down 
to, Mr. Chairman. This is what you might say is a high-speed 
tanker. 

The CrarrmMan. What is your estimated cost of that ship? 

Mr. McMutten. Estimated on a reasonable basis—— 

The CHarrman. I understand. 

Mr. McMutxen. On a reasonable basis it is about $914 million, 
sir. 

The Cuatrman. All right. 

Mr. McMotten. The next design I would like to show you is the 
bulk carrier. This is a showing of the bulk carrier. As I have men- 
tioned, we have included it in the designs in order to anticipate this 
great import of raw materials into the United States. The design is 
a very simple one. There is no cargo-handling gear on the ship it- 
self. It has an end terminal where either the iron ore, grain, or 
bauxite, or similar cargo, is loaded into the ship and then is discharged 
at the next terminal, the discharge point. 

The theory is that for ore, which has a very high stowage factor. 
you load 1, 3, 5, 7, and 9 holds. That will bring the ship down in 
its deadweight. 
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For grain, which naturally is much lighter in comparison to its 
ome; you would load every hold. So wheii the ship was carrying 
xe you would have alternate holds filled and when it was c¢ arrying 
erain you would have them all filled. It has a speed of 16 knots. 

The Cuarrman. What is the estimated cost of that ship ? 

Mr. McMutuen. The estimated cost of the bulk carrier would be, 
this particular one, about $9 million, sir. 

The CHarrman. I would like the record to show the estimated costs 
at the present time of these various ships. 

(Information referred to follows :) 


Varitime Administration ship designs, estimated construction cost 


| 


Class name of ship Type Each of 1! Eacl 

Pipeline... Tanker $10, 000, 004 58, 900, 000 
Freedom Cargo 6, 250, 000 600, 000 
Island __. a do », 500, 000 4, 450, 000 
Clipper do 9, 000, 00 8, 000, 000 

farer do 10, 000, 000 8, 900, 000 
Bulk : Bulk carrier 9, 000, 000 8, 000, 000 
rurnpike Trailer ship 10, 500, 001 9, 350, 000 


Mr. McMutten. This is the proposed replacement for the C-2 
class, this next ship. It has a deadweight capacity of 10,900 tons, a 
speed of 18 knots, and an overall length of 496 feet. It has a full 
load draft of 28 feet. 

Additionally, it has reefer capacity which is located in the stern por- 
tion of the ship just aft of the machinery spaces. Again, as in the 
Freedom design, the machinery is placed aft. The hatches are large 
hatches. This is the commercial version of the ship. 

In other words, we have included in this what we consider to be 
the best possible cargo-handling equipment aVailable to us. For the 
hatches we have six hatches in the ship. The No. 1 hatch is 24 by 16 
feet, and the 2, 3, and 5 hatches are 40 feet by 28 feet. The No. ¢ 
hatch, where we load our reefer, is 15 by 20. 

The difference between this and the Freedom class is in deadweight 
capacity and in size. As you noticed in the /reedom class, we had 
ull of our bridge structure aft. But since this ship is a little bit 
ionger, we have included a bridge forward for the operational advan- 
tages which can be gained from that. 

The Cuamman. What is the estimated cost of that ship ? 

Mr. McMutten. The estimated cost on the Clipper class, under the 
commercial conditions stated here, at the present time would be ap- 
proximately $8.5 million to $9 million, sir. 

The next sketch is the proposed ship which we have named the 
Neafarer class. 

As I mentioned, it has a capacity comparable to that of the 
/ariner, but only 18 knots of speed. The deadweight is 13,400. The 
plan includes the commercial type of cargo handling gear that we are 
nterested in having installed at the present time. 

In this ship, due to the fact that the horsepower requirements are 
higher than in any of the others, we have placed th le machinery amid- 
hi ips. It is questionable when you get to the higher horsepower as 
to whether you should include it aft or not. The consideration which 
led us to putting it amidships is the fact that in this ship, due to the 
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fine lines, we would have to take up such a long place aft in order to 
install the machinery that it would be limiting. So we took this and 
put it in the conventional place, amidships. 

We have hatches on that ship which are long, wide hatches. The 
No. 1 hatch forward is 29 by 24, Nos. 2 and 3 hatch being 41 feet by 
26 feet, and No. 4 hatch being 35 feet by 26 feet. 

In other words, all the hatches with the exception of the forward 
one are 26 feet wide, and the length varies as to their position in the 
ship. 

The Cuarrman. Mr. Allen? 

Mr. Atven. Could you tell us a little more about the nature of the 
improvements to the cargo-handling gear / 

Mr. McMut.en. Yes, sir. 

This cargo-handling gear is what we call the Ebel gear. It permits 
power topping under load, and gives you all degrees of freedom as 
to the control of the boom. That is, we can do everything under 
power. It uses wire rope instead of ordinary rope. It has mechani- 
cal control of the loading cycle at all times. 

Mr. Auven. Is that an improvement or adaptation over what was 
on the Bland? 

Mr. McMutten. This is what was on the Bland, sir, except for one 
factor. We have improved it over what was on the B/and by increas- 
ing the capacity of the power topping. In other words, we have 
increased the horsepower of the winches which are on the kingposts 
in order to be able to top, under load, a heavier load. 

Mr. Auien. Do you shift the booms laterally by power ? 

Mr. McMutien. By power, sir. 

Mr. Arten. Does that take four winches to a boom? 

Mr. McMutien. Three, sir. 

Mr. ALLEN. Topping and cargo winches. How about guying? 

Mr. McMvtien. Two of the three winches on that; yes, sir. This is 
identical to what was installed on the Bland, and which, according 
to the operational reports which were received from the various ship 
operators, two different charters, proved to be very successful, sir. 

That completes the seven designs. Actually, the main emphasis, 
as I pointed out, was to have a series of designs available for the 
merchant marine as we approach our block obsolescence problem, and 
also to have available to us in the event of any necessity for construct- 
ing a large number of these ships in a short period of time, designs 
which would be modern and capable of being used both under mobiliza- 
tion purposes and for commercial use. 

Thank you very much, Mr. Chairman and members of the com- 
mittee. 

The Cratrman. Does that conclude your statement ? 

Mr. McMutien. That concludes my statement, sir. 

The CnatrmMan. Are there any questions ? 

IIave the operators indicated an interest in construction of any of 
these types? rf 

Mr. McMvtuen. Yes, sir; they have. We have an interest from 
operators both on the so-called Clipper class and on the /s/and class, 
the smaller one, and will continue to get more, Mr. Chairman. 

= CnairMAN. There is a possibility of constructing how many 
vessels ¢ 
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Mr, McMutien. Mr. Chairman, it depends on their own individua: 
placement. We cannot force them to replace their ships, sir. 

The Cuarrman. I thought maybe they might have intimated. 

Mr. McMu.ien. We anticipate that next year there is a possibility 
of 15 being replaced. For that reason, we have included in our 1996 
budget the funds to carry on a trade in and build program for cargo 
ships, sir. 

The Cuarrman. Of 15 cargo ships? 

Mr. McMutuen. Yes, sir. 

The Cuatrman. Mr. Tollefson? 

Mr. Toutierson. With respect to replacing the Liberties in the lay- 
up fleet, do you believe that we ought to get on with that right away ? 

Mr. McMutuen. Something should be done; yes, sir. I am not 
an advocate of just saying we will scrap all 1,500 Liberty ships to- 
morrow and replace them. It has to be done in a logical way. 

Mr. Totiterson. That is what I am getting at. 

They are going to be completely obsolete in another 10 years or so, 
will they not ? 

Mr. McMu ten. Yes, sir. 

Mr. Totierson. Shall we wait until the 8, 9, or 10 years are up before 
we replace them, or shall we do it now ¢ 

Mr. McMutten. That is the approach we are attempting here, to 
have the designs we should use. The question is so complex, as far 
as mobilization requirements are concerned, the needs of the com- 
mercial operators, and the funds available, that it is difficult to give 
a simple answer. 

[ do not personally, if you ask me, say that we should scrap the 1,500 
Liberty ships right away. 

Mr. ToutieFson. You could not build 1,500 right now. 

Mr. McMu ten. No, sir, you could not. 

Mr. Tout.eFson. Suppose you build 60 ships a year. That is quite 
® large number of ships. 

Mr. McMuten. Yes, sir. 

Mr. Totierson. And in 10 years you would have 600 of them and 
still would not have them replaced. 

Mr. McMutzen. That is correct. 

The CHatrman. The Liberty ship, that is the least valuable of 
your ships in the reserve fleet at the present time, is that right ? 

Mr. McMu tien. Individually, moneywise; yes, sir. But collec- 
tively, there are 1,500 of them. They are not the most valuable; no; 
they are the least valuable. 

The Cuatrman. Where you find one that should scrapped, what is 
the scrap value? 

Mr. McMutien. About $20 a dead-weight ton, sir. 
of a Liberty ship, that would be about $60,000. For example, on 
the Matthew Lyon, which we mentioned in the report we made avail- 
able to you, sir 


So in the ease 





The CHarrMan. That is a Liberty ship? 

Mr. McMuten. Yes, sir, that is a Liberty ship. The world market 
value at the present time, and it changes every week, is approximately 
*675,000. The scrap value of that ship is about $60,000. 

The CHarrMan. $60,000? 

Mr. McMutten, Yes, sir. We are taking off that ship the equip- 


ment. 
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Mr. Asuuiey. That is not $20 a dead-weight ton, sir. 

Mr. McMutten. It is a light ship, sir. It is not the dead-weight 
tonnage. It is the light ship weight. 

The Cuatrman. That is what I wanted to get at. 

Mr. McMutten. It is the steel in the ship. 

The C HAIRMAN. That is what I want. The scrap value of the 
Liberty ship is $60,000 ? 

Mr. McMvtten. $60,000 for this particular ship. 

The CHAmMaNn. You are using some of those for storage purposes 

the Department of Agric culture program, are you not? 

Mr. McMutten. Yes, sir. 

The Cuarrman. For the purpose of being used by Agriculture, are 
they worth more than $60,000? 

Mr. Forp. Mr. Chairman, we will have the figures on that next week 
in our presentation on the reserve fleet. We will go into the entire 
grain-storage program and the costs involved. But I understand 
that it is a tremendous 

The Cuamman. Your future recommendations as to disposition 
in the reserve fleet, is that coming up? 

Mr. Forp. Do you mean as to disposition of the Liberty ships in the 
reserve ¢ 

The Cuatmman. Is this going to finish the reserve fleet here today ? 

Mr. Forp. Not today, no, sir. That is an entirely different presen- 
tation. 

The Cuatrman. That concludes your statement ? 

Mr. McMctuen. Yes, sir. 

The Cuarrman. I want to take this opportunity, personally, to 
highly commend you on the splendid statement you made before this 
committee. 

Mr. McMutxen. Thank you, Mr. Chairman. 

The CHarMan. Your testimony to me, and I know to the other 
members also, has been very informative, and the manner in which you 
presented it has been very understandable. 

In behalf of the entire committee I want to thank you. 

Mr. McMutien. Thank you very much, Mr. Chairman. 

The CHamman. We will now adjourn and meet Tuesday at 10 
o’clock under the conditions I have announced before. 

You gentlemen from Maritime will be notified as soon as we can 
just when we will again resume with your testimony. 

Mr. Forp. Thank you, sir. 

The Cnuareman. In the meantime, I want to have the staff make some 
arrangements about the back of the room. 

Will you have further charts? 

Mr. Forp. Yes, sir. 

The Crarrman. I think other Government agencies will have some 
charts. I want a study made of that corner in the rear of the room to 
see if we cannot arrange something back there so that the charts will 
be up and so that the audience can see as well as the committee. Are 
there any suggestions that the committee may have before we adjourn ? 

If not, we will stand adjourned until Tuesday morning at 10 
o'clock. 

(Whereupon, at 12:10 p. m., the hearing was recessed, to recon 
vene at 10 a. m., Tuesday, February 15, 1955.) 








STUDY OF THE OPERATIONS OF THE MARITIME ADMIN- 
ISTRATION AND THE FEDERAL MARITIME BOARD 


TUESDAY, FEBRUARY 15, 1955 


Houser or REPRESENTATIVES, 
ComMMITTEE ON MercHAnt Marine AND FISHERIES, 
Washington, D. C. 
The committee met at 10:05 a. m., pursuant to recess, in room 219, 
Old House Building, Hon. Herbert C. Bonner (chairman) presiding. 
The Cuarrman. The committee will come to order. 
We will resume the hearings with the Maritime Administration. 
I'he witness this morning is Mr. Morse, General Counsel. 


STATEMENTS OF CLARENCE G. MORSE, GENERAL COUNSEL, ELMER 
E. METZ, ASSISTANT GENERAL COUNSEL, JAMES L. PIMPER, 
ASSISTANT GENERAL COUNSEL, MARITIME ADMINISTRATION; 
AND LLOYD TIBBOTT, CHIEF, REGULATION OFFICE, GUS 0. 
BASHAM, CHIEF EXAMINER, HEARING EXAMINER’S OFFICE, 
FEDERAL MARITIME BOARD, ACCOMPANIED BY WALTER C. 
FORD, DEPUTY ADMINISTRATOR AND THOMAS E. STAKEM, JR., 
(BOTH RESUMED), AND HAROLD E. STEFFES 


Mr. Morse. With your permission I will read from a statement 
which I have and will welcome questions you many have at any stage. 

I am General Counsel to the Federal Maritime Board and Maritime 
Administration. The activities of this office are to be compared with 
the activities of house counsel of one of our largest domestic corpora- 
tions. The volume of business, its complexity, variety, and the sums 
involved is seldom exceeded in any Government agency. The work in 
this office is a stimulating and challenging opportunity to any lawyer 
inside or outside of the Government. 

As an indication to you of the scope of the work which passes 
through this office, I need only mention that we consider matters aris- 
ing out of the Shipping Act, 1916; Merchant Marine Act, 1920; Home 
Port Act, 1925; Merchant Marine Act, 1928; Intercoastal Shipping 
Act, 1933; Merchant Marine Act, 1936; Carriage of Goods by Sea Act, 
1936; Transportation Act of 1940; Merchant Ship Sales Act, 1946; 
long-range bill, Public Law 586, 82d Congress; Suits in Admiralty 
Act; Public Vessels Act; so-called Jones Act; Death on the High Seas 
\ct; limitation of liability statutes; Sherman Antitrust and Clayton 
\cts; and numerous international conferences and treaties dealing 
with safety of life at sea, minimum manning requirements, et cetera. 

As an office dealing in maritime matters, we are constantly con- 
fronted with cases involving collisions at sea or on the inland waters, 

105 






























































106 MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 


salvage, stranding, general average, claims for cargo loss and damage, 
personal injury and death claims, and construction of bills of lading 
and charter parties. 

While this office does not appear in court as counsel for the Govern- 
ment in litigated cases, inasmuch as such matters are normally handled 
by the Department of Justice, nevertheless, we do all the work pre- 
liminary to trial, including drafting of ple: dings, research as needed, 
and development of evidence. 

In addition to the admiralty work, a substantial part of the time of 
this office is devoted to matters involving operating-differential subsi- 
dies and construction-differential subsidies, each ar ising under the 
Merchant Marine Act, 1936. At the present time, the annual operat- 
ing subsidy accrual is slightly in excess of $100 million. There are 
16 subsidized operators, each of whom is frequently negotiating 
amendments to its subsidy contract. 

In addition to the foregoing matters, the Federal Maritime Board 
acts in a quasi-judicial capacity in administering the regulatory sec- 
tions of the Shipping Act, 1916, the Intercoastal ' Shipping Act, 1933, 
Merchant Marine Act of 1920, and the Transportation Act of 1940. 
In respect to regulatory functions of the Maritime Board, which 
activities, by the way, are of a character similar to those of the Inter- 
state Commerce Commission, the Regulation Branch of the General 
Counsel’s office appears as public counsel in all proceedings before the 
Board where there is substantial public interest, including such mat- 
ters as discriminatory practices of shippers or carriers, activities of 
steamship conferences, the exclusive patronage contract system, the 
activities of foreign-flag steamship companies and generally all in- 
vestigations initiated by ‘the Board on its own motion. 

Now, getting down to the details of our operations, at the present 
time there are 30 lawyers located in Washington in the Office of the 
General Counsel. In addition, there are 2 lawyers in the New York 
Office, 1 in San Francisco and a part-time lawyer on a contract basis in 
New Orleans, a total of 33 full-time employees. With the exception 
of 5 lawyers who have been employed within the last 5 or 6 months, 
the average term of employment of the 25 older lawyers is 12 years 
of service for the Maritime Administration and slightly in excess of 
17 years in Government service. The total number of employees, in- 
cluding all classes of employees, in the Office of General Counsel is 65. 
I say without qualification that for esprit de corps, ability, willing- 
ness to work, interest in their job, and conscientious attention to duty. 
the staff of the Office of the General Counsel need bow to no one. 

We have circulated 2 charts to this committee, 1 being a chart show- 
ing the breakdown of the functions and duties of the 3 divisions in 
the Office of General Counsel, namely, Divisions of Contracts, Divi- 
sion of Legislation, and Division of Litigation. 

An examination of this chart will show the further breakdown of 
the work under the three division chiefs. Thus, the Division of Con- 
tracts includes Operating Subsidy Branch, Construction Contracts 
and Construction Subsidy Branch, Ship Sales and Vessel Transfer 
Branch, and General Agency and Charter Branch. 

In turn, the Division of Litigation is broken down into Admiralty 
Branch, Regulation Branch, and Litigation and Claims Branch. 

The chart will show in greater det ail the activities of each of the 
branches. The second and smaller chart shows the names of the law- 
yers in each of the divisions and branches. 

(The information is as follows :) 
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. jer Title VI of the Merchant Merine Act and other financial aid, filed wder Title V of 
as amended: for the esteblishment of con- the Merchant Marine Act, 1936, es amended; pre- 
reserve funds filed under Section 51] pares, apprdves, and interprets contracts and 
at Act, and for adjustments in the purchase related documents pertaining to construction- 
os, filed under Section 9 of the differential subsidies, construction, repeir, 
Me a hip Seles Act of 1946, as amended: conversion, reconversion, reconstruction, Fecon- 
ares, approves and interprets contracts and ditioning, betterment, and towage of ships, and 
ments perteining to the award and sale of ships (except ships sold under the Mer- 
perating-differential subsidies and chant Ship Sales Act of 1946, as amended); re- 
ation of subsidized ships; renders legal views claims assignments made by contractors 
services with respect to waivers under Title under the Assignment of Claims Act; renders 
he Merchant Merine Act, 1936, es legal services with respect to real and personal 
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GENERAL AGENCY AND CHARTER BRANCH 
John B. Beach, Chief 


Renders legal services to the Office of 
National Shipping Authority and Government Aid 
on matters relating to the husbending, insur- 
ance, repair and operation of s 
General Agency, Berth Agency enc Charter Agree- 
ments; prepares, approves and interprets char- 
ter and agency agreements, agteements relating 
to stevedoring and the use of termin.! facili- 
ties, and related documents; exemines applice- 
tions for the charter of ships for compliance 
with the provisions of the Merchant Marine Act, 
1936, es amended, the Merchant Ship Seles Act 
of 1946, as amended, and pertinent Generel 
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fore and assists Congressional committees, and 
agencies, on legislative matters; reviews and 
documents prepared for submission to Congress: 
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SION OF LEGISLATION 
e J. Ackerson, Chief 


‘ation and Executive Orders administered by the Maritime 
.s to Congressional committees and Bureau of the Budget; 
nbles data required for committee hearings; appears be- 
ees, and maintains liaison with otuer Government 

ews and recommends approval of reports, statements, and 
Congressional committees; formulates recommendations on 
islation; renders legal opinions as to the general inter- 
ation, and enacted legislation, and on questions of leg- 
the compilation of laws, proclamations, and Fxecutive 
legislative reference service. 
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DIVISION OF LITIGATION 
James L. Pimper, chief 





Acts and advises with respect to litigation, requisition and valuation, labor | aw, 
taxation, renegotiation, admiralty, marine and war risk insurance claims, and other claims 
for or against the Maritime Administration; assists the Department of Justice in the trial 
and appeal of cases and settlement thereof; represents the Federal Maritime Board and Mari- 
time Administration in public proceedings involving regulatory, subsidy, charter, and re- 
lated matters; renders legal services to the Office of \ational Shipping Authority and 
Government Aid in matters relating to the Bland Forwarding Act. 


ADMIRALTY BRANCH 
Jerry C. Massey, Chief 


Investigates, negotiates and recommends set- 
tlement of marine and war risk insurance claims 
in litigation (including P & I, collision, 
strandings, salvage, general average and cargo 
damage claims, and seamen’s cleims for personal 
injury), seamen’s claims for wages, bonuses, 


maintenance and cure, repatriation, immigration, 


hospitalization, unemployment insurance, and 
workmen's compensation; and all other admiralty 
claims except unlitigated claims involving off- 
hire, repeirs, removals, reconversion, and 
redelivery obligations; renders legal opinions 
and services with respect to such claims; is 
responsible for the litigation of admiralty 
claims and assists the Department of Justice in 
the trial, appeal and settlement thereof; super- 
vises all foreign admiralty litigation. 

























REGULATION BRANCH 
John MN. Mason, Chief 





Represents the Federal Maritime Board and 
Maritime Administration in public proceedings 
involving regulatory, subsidy, charter and re- 
lated matters; handles court litigation in ac- 
tions involving enforcement or defense of Gen- 
erel Orders and Regulations; conducts investige- 
tions in matters falling within the reguletory 
functions of the Board and Administration; 
furnishes legal advice to the Regulation Office 
on regulatory matters, and to the Office of 
National Shipping Authority and Government Aid 
on (1) traffic matters, including matters re- 
lating to the Bland Forwarding Act, and (2) the 
legal necessity or propriety of public hearings 
on subsidy and related matters, and reviews its 
reconmmedations for such hearings. 


LITIGATION AND CLAIMS BRANCH 
Gladys Ringer, Chief 


Renders legal advice and services with re- 
spect to all unlitigated wartime and other 
cleims, except admiralty claims but including 
claims concerning off-hire, repairs, removals, 
reconversion and redelivery obligations 

Participates in the negotiation and settle- 
ment of such claims, and prepares settlement 
agreements and releases in connection therewith. 

Represents the Federal Maritime Board and 
Maritime Administration in trials and appeals 
before the Appeal Board of the Office of Con- 
tract Settlement. 

Is responsible for legal aspects of renegoti- 
ation claims and litigation, and for the inter- 
pretation of Renegotiation Board Rules and Regu- 
lations. 

Is responsible for investigating, negoti- 
ating, and recommending settlement of just com 





pensation claims; miscellam:ous claims in litige- 
tion involving breaches of contract, torts, 
accounts receivable, taxation, labor lew and 
bankruptcy; and other claims in litigation, 
except admiralty claim. 

Assists the Department of Justice in the 
preperation of ceases involving such claims for 
triel and in the triel, eppeal and settlement 
thereof. 

Renders legal opinions and services with re- 
spect to the above claims, and the pertinent 
statutes, general orders and reguletions. 

Is responsible for the final disposition of 
tort claims not exceeding $1,000 made under the 
Federal Tort Claims Act. 
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The General Counsel is responsible for the legal supervision and the 

housekeeping” administration of the three major Divisions of the 
Office, Contracts, Legislation, and Litigation. He is the final word 
on legal opinions to ‘the Federal Maritime Board and the Maritime 

\dministrator. In performing the legal work the General Counsel 
has adopted the policy of delegating the maximum possible degree of 
authority and responsibility to the three Assistant General Counsels 
n charge of these Divisions. 

Thus, under existing delegations they have within their respective 
tields substantially all of the authority of the General Counsel, sub- 
ject only to the requirement that they consult with the General Coun- 
sel on important policy matters, controversial issues or the establish- 
ment or overruling of precedents. 

The purpose of this delegation, which I believe is wider than is 
isual in Government legal offices, is twofold: (1) to prevent the Office 
of General Counsel from becoming either a bottleneck or a rubber 
stamp, and (2) to build up the responsibility, initiative, and pride in 
their work on the part of the three Assistant General Counsels. To 
date this policy has, in my opinion, worked well and has contributed 
toward efficient and prompt servicing of the legal needs of other offices 
and agencies of the Federal Maritime Board and Maritime 
Administration. 

Within the last 6 months we have set up a trainee program of young 
ittorneys, 3 in number at the present time. These are temporary 
appointments which are subject to extensions. The attorneys are 
assigned to each division for a certain period of time in order to decide 
at the duration of the appointments where they are best suited. 

We turn now to the Division of Contracts. This Division, of which 
Assistant General Counsel Elmer E. Metz, GS-15, is the head, is pri- 
marily responsible for the drafting, interpretation, and legal ‘aspects 
of the administration of the many different kinds of contracts entered 
into by the Board and the Maritime Administration under the Mer- 
chant Marine Act, 1936, the Merchant Ship Sales Act of 1946, and 
othe .r statutes administered by the maritime agencies. In addition, 
it prepares memorandums of law and opinions governing many con- 
troverted issues connected with other contracts, primarily of our 
predecessor agencies. 

The greatest bulk of its work arises in connection with the admin- 
istration of the operating and ship construction subsidy programs, 
ship construction under title VII of the 1935 act for account of the 
Government, general agency operation of Government ships, charter- 
ng of Government —— under Public Law 591, and under the Mer- 
‘hant Marine Act, 193¢ 

To indicate to you how complex and involved the contracts may be, 
| will refer, as an example, to the principal subject matter headings 
of an Administration construction contract; that is, a contract by 
the Administration for the construction of a ship for the account of 
the Government. The principal headings of such contracts are the 
following: 

1. General statement of work. Covers statement of work, contract 
pr ic e, and delivery date. 

. Plans and specifications: Interpretation and changes. 
3. AN djustment in price for changes in plans and specifications, 
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Adjustment of contract price for increase or decrease in labor or 
material in costs. Included in an award on an escalated contract 
basis, but excluded where award is on a fixed-price bid. 

5. Extension of time for completion and liquidated damages for 
delay. 

). Material furnished to the contractor. 

7. Materials and workmanship—domestic preference. 

8. Inspection—approval of plans. 

9. Trials. 

10. Post inspection—acceptance and damages. 

e Guaranty period. 

2. Payment of contract price. 

3 Recapture of excess profit. Contracts for construction or con 
version under 1936 act must include the recapture of profit provisions 
of section 505 (b) of the 1936 act 


14. Title. 

5. Taxes. 

16. Liens. 
Insurance. 


Injury to employees—damage to or loss of property. 

19. Patent infringement. 

20. Performance and payment bonds—the bonds required by the 
Miller Act. 

21. Labor provisions—payroll records; antikickback provisions. 

22. Eight-hour law—overtime compensation. 

23. Prohibition against discrimination and use of convict labor. 

= Fees—warranty that no fees are paid for securing contract. 

25, Optional termination by Administration. 

26. Events of default. 

Action by Administration upon default by contractor. 

28. Contract nontransferable. 

29, Disputes. 

Charter parties, agency agreements, and operating subsidy con 
tracts, as other examples, are equally complex. This Division, by the 
way, the Division of Contracts, is current in its work. 

The Division of Legislation, of which Assistant General Counsel 
ugene J. Ackerson is Chief, renders legal advice and counsel in con 
nection with legislative matters and Executive orders relating to the 
ictivities of the Federal Maritime Board and the Maritime Adminis- 
tration; analyzing and preparing recommendations on legislative 
policies and reports and drafts of statements in connection with pro- 
posed legislation ; assembly and preparation of testimony for congres- 
sional committee hearings in connection with proposed or pending 

gislation, and general interpretation of recent statutes and current 
legislation. The Division of Legislation is current in its work. 

The Division of Litigation, of which Assistant General Counsel 
James L. Pimper, GS-15, is Chief, handles all claims and litigation 

favor of or against the United States in which the Maritime Ad- 

inistration and the Maritime Board are interested. It also pro- 
vides counsel for all quasi-judicial hearings held by the Board in its 
regulatory and subsidy determining capacities. 

7 I might say for your information that the term P. and I. Claim 
Co., an abbreviation of “protection and indemnity” claims. It is aterm 
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used in marine insurance and it is analogous to public liability msur- 
ance of your automobile. 

As of February 1, 1955, exclusive of P. and I. claims, the inventory 
of the Division of Litigation totaled 1,143 pending claims, amounting 
to $330,471,269.51. Included are 939 litigated claims, of which 124 
amounting to $314,523,52646 are against the Government. There are 
204 unlitigated claims and of these 4 156 amounting to $8,394,067.76 are 
in favor of the Government and 48 amounting to $701,023.52 are 
ugainst the Government. 

The P. and I. claims are approximately 1,500 in number and $25 
million in amount. We are partly, but not solely, to blame for the 
existence of this backlog. Severe reductions in force have contri- 
buted. Insufficient personnel at the present time is a contributing 
factor. A more important factor, and one over which we have no 
direct control is the fact that over 900 of the pending claims are in 
litigation. That is 900 of the claims other than P. and I. claims to 
which I am referring. 

As to these, court congestion is a deterring factor. Pressure of 
other matters in the Department of Justice is a factor. Further- 
more, many of the claims which are not in litigation will turn on 
the outcome of other matters that are in litigation and pending the 
final decisions in sueh matters many unlitigated claims cannot be 
processed. 

We are deeply concerned with this backlog. We are doing our 
utmost to reduce the backlog by assigning additional lawyers to the 
Division of Litigation. We are not attempting to gloss over the 
problem. We consider it exceedingly unfortunate that any of these 
World War IT claims are still pending. We anticipate that by the 
middle, or end, of 1956, at the latest, this backlog will have been 
eliminated. 

It is interesting to note that since 1938 the number of lawyers in 
the Office of General Counsel has varied from a minimum of 33 at the 
present time to a maximum of 125 in 1945. It is further interesting 
to note that while we have only 33 lawyers in the Office at the present 
time, in June of 1941, there were 35 lawyers, by June of 1942, this 
number had jumped to 62, 85 in 1943, 120 in 1944 and a peak of 125 
in 1945. 

Bearing in mind that there were 62 lawyers in 1942 and 33 at the 
end of 1954, or approximately 50 percent at this time of the number 
e mployed in 1942, it is of interest to note that, while in 1942 there were 
Y84 litigated and unlitigated claims pending aggregating in amount 
$20,313.00, today, with only half the number of lawyers, there are 
about 2,600 claims pending of an aggregate amount of $355 million, 
plasvcant -and I. claims. 

In the annual report of the Federal Maritime Board and Maritime 
Administration for 1954, pages 25 to 32, inclusive, appears 9 state 
ment of the legal activities of the Office of General Counsel. During 
this year some of the important matters that have been worked upon 
are the following: 

The settlement of the claim by the Government against the United 
States Lines Co. for $4 million additional compensation to the Gov 
ernment for the purchase of the Steamship United States. 

Sales under the Ship Sales Act of 1946 have been a prolific source 
of claims and litigation. As a result, two cases went to the United 
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States Supreme Court involving sales of vessels made under that act, 
turning, in the main, on the failure of the Maritime Commission to 
sell vessels to meet Coast Guard requirements. In these cases, the 
Government was held liable for the expenses for slotting and strap- 
ping tankers sold under that act and for the unamortized cost of 
the repair from the date specified in the sales contract up to the date 
title was transferred. These questions were involved in 66 separate 
suits aggregating approximately $3,350,305.59. 

In the fireproofing « ‘ases of which there were approximately 40 
pending, aggregating approximately $2 million the decision in the 
Southeastern Oil and Paco Tankers cases against the Government 
became final by the Government’s failure to apply for certiorari. 

In the so-called Bull Line case, the Court of Claims decided, ad- 
versely to the Government, the question of payment for desirable 
features and on the Government's failure to apply for certiorari, 
claims of this type aggregating some $7,400,000 are in course of 
administrative settlement. 

In the widely publicized Niarchos cases for violation of sections 9 
and 37, Shipping Act, 1916, as amended, the Niarchos affiliates agreed 
to return to the government the 19 ships seized or about to be seized, 
to satisfy $6 million privately held mortgage liens on 5 of the ships 
and to repay $4 million to the Government as an adjustment of earn- 
ings of the ships during the period of operation. 

During the same period of time, there have been a number of cases 
decided by the courts involving just compensation. By and large, the 
- compensation awards by the courts have been approximately 60 

‘cent greater than the sums awarded by the predecessors of this 
agency for compensation for taking of title to vessels. We have also 
been working in close cooperation with the De ‘partments of Justice 
and State endeavori ing to bring to early conclusion claims for just com- 
pensation asserted by owners of Danish vessels which were requi- 
sitioned in 1939. 

We have 4 claims pending aggregating about $1,150,000, which 
involve the Sein a ation of the Domestic Trades Addenum—that is, 
whether under charters of vessels by the Government, to operators in 
the intercoastal trades, losses can be carried backward and forward, in 
computing the obligation to pay charter hire. A great many more 
vessels were chartered for operation by American operators in the off- 
shore trades, than were chartered for use in the intercoastal trade. 

Similar questions exist involving the interpretation of these charters 
and the problem whether losses may be carried forward as well as 
backward in computing recapture of profits in excess of 10 percent on 
capital necessarily employed. 

Furthermore, the operators are contesting the right of the Adminis- 
tration to adopt a sliding scale to effect a rec apture in excess of 56 per- 
cent of the profit in excess of 10 percent on CNE which formula was 
based on section 709 of the 1936 act. In such protest, the operators are 
relying on the theory of the Bull case that the statute defines and limits 
the basis upon whic h charter hire may be collected. These charter cases 
involve claims aggregating $40 million to $50 million. 

We are anticip: iting receiving from foreigners who purchased vessels 
under the 1946 Ship Sales Act an avalanche of claims for class work, 
desirable features, slotting and strapping, and the like. The foreign 
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purchasers will undoubtedly endeavor to obtain a ruling in their favor 
similar to the ruling in favor of domestic purchasers. Some 1,113 
vessels were sold foreign. The claims of foreign purchasers may 
agoregate as much as $14 million. 

During this same general period, we have had matters of a regu- 
latory nature which “have had widespread interest. Of great im- 
portance was the decision of the Court of Appeals for the District of 
Columbia in /sbrandtsen Company, Inc. v. United States which held 
that a dual-rate contract system proposed for adoption by the Japan 
Atlantic and Gulf Freight Conference was an agreement requiring 
Board approval under section 15. Certiorari to the Supreme Court 
was denied. Another case. Leval v. Pacific Westbound Conference, 
questioning the validity of the dual-rate contract system was decided 
adversely to the steamship conference. 

This whole problem is in a state of flux at the present time. At 
least three cases were decided by the courts sustaining exclusive orig- 
inal jurisdiction of the Federal Maritime Board over matters origi- 
nating under the Shipning Act of 1916. including /sbrandtsen Com- 
pany, Inc., v. Japan-Atlantic and Gulf Freight Conference, Secretary 
of Agriculture v. Japan-Atlantic and Gulf Freight Conference, both 
instituted in the District Court in the District of Columbia to review 
the Board’s decision in Docket 724; and American Union Transport v. 
River Plate and Brazil Conference, decided by the United States Dis- 
trict Court in New York. 

I trust that this somewhat rambling report will give you at least 
a speaking acquaintance with the matters handled in the Office of the 
Genera! Counsel. 

The Cratrman. Most of your problems have been in the Division 
of Litigation ? 

“Mr. Morse. That is our main backlog, yes, sir. 

The CurarrMan. And it goes back to the Ship Sales Act and general 
provisions of the 1936 law ? 

Mr. Morse. It goes back, yes. That is true. That is only part of 
the story, Mr. Bonner. Some of the cases are still held over from 
World War II. Many of those cases are in litigation and with the 
delays in the courts it has been impossible to bring those to a conclu- 
sion. There are over 930 cases which are still in litigation. 

The Cuarrman. As the result of your office observation there what 
recommendations have you ever made to the Board or to the Admin- 
istrator with respect to changes of clarification in the 1936 act? 

Mr. Morsr. We have a number of proposals which are under con- 
sideration at the present time for submission to this conference. 

The Cratrman. Requiring legislation ? 

Mr. Morse. Yes, sir. 

The Cratrman. That is the purpose for which these hearings are 
primarily set: To familiarize this committee with the general subject 
and to see if the 1936 act is antiquated and if the industr y today has 
outgrown it. From your report certainly it seems that it needs a gen- 
eral overhauling. You would say that, would you? 

Mr. Morse. I would say so. We have a number of matters which 
we think require clarification where it isn’t clearly spelled out in the 
statute what the intent of a particular activity is. For example, on 
the termination of the subsidy contracts at the end of 20 years we have 
had a problem with some of the operators where they have wanted to 
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enter into new long-term contracts in conjunction with new construc 

tion, whether they could enter into a new contract today without 
viving up their recapture rights on their current contract. It was 
ruled that they could not do so, so they have hesitated to come in 
and apply for new construction because they did not want to jeopard- 
ize their present subsidy contracts 

We have recently been dealing with the General Accounting Office 
to work out a compromise proposal pending an opportunity to submit 
legislation to clearly spell out that the recapture will not be lost when 
a new contract is entered into, and the General Accounting Office has 
gone along with our proposal that we can have what we call a standby 
contract where the operator commits himself today to build and imme- 
(liately enter into construction upon new ships. 

That is only one of a number of items that we are concerned with 
in the interpretation of the 1936 act. 

The Cuarrman,. Mr. Casey. 

Mr. Casey. Mr. Morse, I wonder if you could give the committee 
some general idea of the other areas of the 1936 act which you feel 
require clarification, or at least those which you have under considera- 
tion ? 

Mr. Morse. I didn’t think to bring that list over with me. 

Mr. Casry. Suppose you supply it for the record, Mr. Morse. 

Mr. Morse. We will. We have 10 or 15 different items on which we 
are working. Half a dozen of them are almost ready for reference 
to the Bureau of the Budget and the others are in the preliminary 
stages. We will be glad to supply that. 

( ‘The information i is as follows:) 


LEGISLATIVE ITEMS BEING PREPARED FOR SUBMISSION TO THE CONGRESS THROUGH 
THE DEPARTMENT OF COMMERCE AND THE BUREAU OF THE BUDGET 


Extension of period during which the Secretary of Commerce may grant 
marine war-risk insurance (title XII of the Merchant Marine Act, 1936, as 
amended). 

Amendment of section 511, Merchant Marine Act, 1936, as amended, to permit 
the deposit of earnings from shipping operations in construction reserve funds 
on a tax-deferred basis. 

Amendment to section 510, Merchant Marine Act, 1936, as amended, to author- 
ize the tradein of dry-cargo vessels on the same basis as the tradein of tankers 
as authorized under Public Law 574, 82d Congress 

Amendment of the Merchant Marine Act, 1936, to authorize the test operation 
of reconstructed Libertys and other vessels. 

Amendment of section 212, Merchant Marine Act, 1986, as amended, to pro 
vide for research and experiment in cargo-handiing equipment and facilities 
at ports and aboard ships. 

The restoration and rehabilitation of construction revolvin 
Merchant Marine Act, 1936, as amended). 

Authorization for the sale of Goyernment-owned mortgages. 

Authorization to terminate operating-differential subsidy contracts and enter 
into new contracts with provision that the recapture period continue for the 
same period as provided in the original contract. 


ig fund (sec. 206 


LEGISLATIVE ITEMS UNDER StTupy 


Clarification of section 802, Merchant Marine Act, 1986, as amended, with 
respect to value to be paid for vessels not originally constructed with a con 
struction-differential subsidy, but with respect to which a construction-differ- 

itial subsidy is granted for reconstruction or reconditioning under sectior 
901 (c) of the 1936 act. 
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Clarification of provisions of the 1936 act relating to the determination of 
construction-differential subsidies. 

Amendment of the provisions of the 1936 act relating to the determination of 
the amount of operating-differential subsidy. 

Amendment of section 712 (a) of the 1936 act to provide that the Maritime 
Administration may be a self-insurer as well as an underwriter with respect 
to insurance risks, 

Clarification of seetion 605 and section 805 as to necessity for hearing when 
subsidized operations involving same vessels, routes, or services are extended 
beyond original 20-year period. 

Clarification of sales and chartering authority in respect of vessels under 
sections 704 and 705 of the 1936 act. 

Amendment to provisions of section 607 of the 1936 act relating to the invest- 
ment of moneys deposited in the capital and special reserve funds of subsidized 
operators. 


Amendment of 1936 act to permit the transfer of the restrictions in sections 
503 and 802 of the 1936 act from one vessel to another, providing the vessel to 
which the restrictions are transferred is at least of comparable value to the 
vessel freed of such restrictions. 

Clarification of meaning of certain words used in the 1936 act, such as “At- 
lantic coast” and “intercoastal.” 

The Department of Commerce and the Maritime Administration are conduct- 
ing a study with respect to coastwise and intercoastal shipping which may 
result in suggestions for legislation. 

Mr. Casey. When you work up suggested legislative changes, would 
you describe to the committee the process by which those recommenda- 
tions get out of your shop and where they go before they finally get 
up here? 

Mr. Morse. Yes, sir. We will have a problem on, say, section 
605 (c) which would be the operating subsidy. We would discuss the 
matter. We would refer the matter to Mr. Ackerson to begin with 
for study and drafting of a proposed amendment. He, in turn, would 
confer with our Contracts Division handling the operating subsidy 
problem and then the draft would be formalized and then would be 
circulated around within our shop for further comments and also 
comments of the operating people for their views. 

When it is put up in final form it is then referred to the General 
Counsel Office in the Department of Commerce for their views and 
comments, They, in turn, may have some suggested changes and we 
will exchange views back and forth. Then it is referred by them to the 
Bureau of the Budget and they in turn may have some views, and the 
information is exchanged back and forth. 

It is my understanding that after it has been cleared by the Bureau 
of the Budget it is then referred to Congress for further action. 

Mr. Casry. Do you bring industry into the picture at some point 
while it is still in your shop? 

Mr. Morse. Sometimes we do and sometimes we don’t, but ordinarily 
we do not. We know pretty much what we think is necessary to be 
accomplished and ordinarily it is not necessary to get the views of in- 
dustry until after we have pretty well formalized our thinking. 

Mr. Casry. On these proposals for clarification or amendments to 
the 1936 act, at what stage are they now insofar as this procedure is 
concerned ? 

Mr. Morse. Of the half dozen that are pretty well formalized they 
are just about ready to be sent over to the Department of Commerce. 

Mr. Casry. After they get to the Department of Commerce there 
wilkbe some further consideration given to them there. They will 
then go to the Bureau of the Budget. I assume that when they get 
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to the Bureau of the Budget, the Bureau of the Budget then sends out 
to the other agencies requesting reports on those proposals before they 
clear them for submission to the Congress ? 

Mr. Morse. I would assume so, any ‘other affected agency. 

Mr. Casry. So it is fair to assume in connection with these pro- 
posals that they will not be referred to this committee for-ssome months 
hence? 

Mr. Morse. I am sorry. I cannot supply the timing on that. I 
would think less than 2 months. 

Mr. Casey. Less than 2 months’ time / 

Mr. Morse. Yes, sir. 

Mr. Casey. Now, in connection with this litigation work, you 
depend upon the Department of Justice for actual representation mn 
court, do you? 

Mr. Morse. Yes, sir. 

Mr. Casry. To the same extent that any other agency does? 

Mr. Morse. I don’t know about the other agencies, but with rela- 
tively few exceptions—and the only exceptions would be where we 
have asked the Department of Justice to permit us to -pergonally 
intervene in defense of our areas of jurisdiction—ordinarily in all 
other matters the Department of Justice does represent us in the 
courts. 

Mr. Casey. So that the function of your office in connection with 
litigation is to submit the case to the Department of Justice with a 
request that they institute appropriate proceedings or in the event that 
you are sued in the Department of Justice will request that your office 
report on the matters involved in litigation ¢ 

Mr. Morse. Yes, sir; we do that, and we also cooperate with them, 
collect evidence for them, do a lot of paperwork and research and 
things of that sort. 

Mr. Casry. So far as the 900 cases that you referred to as being in 
litigation, isn’t it a fact that so far as your office is concerned there is 
nothing more to be done in most of those cases ? 

Mr. Morse. We still have a lot of work to do on them developing 
much of the background material in our office, paperwork and his- 
torical records. 

Mr. Casey. Is that true with respect to a large number of the 900 
cases ? 

Mr. Morse. I would say that is true with respect to all of the Ship 
Sales Act and the charter cases. It is largely a record material that 
we have to develop for them. 

Mr. Casey. In the charter cases you are talking about the domestic 
trade indemnity cases ? 

Mr. Morse. That would be one, and the foreign trade disputes also: 
yes, sir. 

Mr. Casry. And there are still some just compensation cases left. 
are there ? 

Mr. Morse. A very few. I do not know how many. It is a rela- 
tively nominal amount. 

Mr. Casey. Actually the Bull Line case, you have said, has given 
rise to, you might say, automatic settlement of some $7,400,000 worth 
of claims? 

Mr. Morse. Yes, sir. 

Mr, Casry. Are those handled in the General Counsel’s Office ? 
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Mr. Morse, Yes; they are. 

Mr, ,Casry. What is the distinction between the General Counsel 
Office and the Division of Claims down there? Where does the Divi- 
sion of Claims come into this picture ? 

Mr. Morse. I will have to have an assist on that. I suggest that 
Mr. Pimper answer that question. 

Mr. Pimper. The Division of Claims as such has been abolished. 
Some of the work has been taken over in the Comptroller’s Office. 
With respect to the settlements of these Bull Line cases you have cer- 

tain problems in connection with the actual cases, whether the suit 
would be time barred and other questions of that type which have to 
be passed on in the General Counsel’s Office. 

Mr. Casey. But aside from those particular questions it is a routine 
juestion of allowing the claims, after they have been audited and 
decided that the amount is correct; is that right ? 

Mr. Prvper. Yes, except that in connection with these overall ship 
sales matters attempt is being made to settle the case once and for all, 
not only the desirable features question, but if there are any other 
claims outstanding in connection with the vessel and attempt is being 
made to wipe that off the books at the time that the desirable features 
are wiped off so that these things won’t be popping up at a later date. 

Mr. Morse. I think what Mr. Pimper means by that is that we are 
not satisfied with just a general release on these things. General re- 
leases have not been complete protection for us so that we are requiring 

that these people file suit against the Government and then we will 
have a judgment entered in the court and a satisfaction of judgment 
which should be an effective bar of any further claims on a given trans- 
action. 

Mr. Casey. Are you going to require that in all these cases so that 
you will have an actual judgment filed in these claims ? 

Mr. Morse. That is our plan. 

Mr. Casey. At that stage the Department of Justice comes into the 
picture ? 

Mr. Morse. Yes, sir. 

Mr. Casry. Speaking from some personal experience, what has been 
worked out with the Department of Justice so far as being able to 
include those other matters that are not directly involved in the Bull 
Line cases in some overall settlement so that you will work out a com- 
promise with the particular company that will be an end, so to speak, 
of all the controversial matters with that company ? 

Mr. Prvprer. In connection with the slotting and strapping cases, 
after the Supreme Court decision we have required in connection with 
the administrative settlement of the other cases that are pending in 
the courts a stipulation which waives all claims arising under the 
Ship Sales Act and under the purchase contract in connection with 
the purchase and acquisition of every vessel that the particular oper- 
ator purchased. They have gone along with that type of a stipulation. 

Mr. Casry. So that it is confined, however, to actions and contro- 
versies arising under the Ship Sales Act ? 

Mr. Proper. Yes, sir. 

Mr. Casry. If there happened to be other matters in controversy 


Ww - the same company they would not be included in the settlement 
which you worked out? 
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Mr. Pimper. Except that if there are other matters in controversy 
with the same company and an attempt is made to settle those con- 
troversies at the time this overall settlement is made. They are taken 
into consideration. 

The Cuarrman. Let me ask you one question. As to the slotting and 
strapping business, just briefly what happened in those cases ? 

Mr. Pimper. When the T-2 tankers were originally constructed they 
were welded ships and in approximately 1947 the Coast Guard and 
American Bureau of Shipping required on the basis of some, I think 
one of the ships actually breaking in half and several of the ships 
having large cracks in them, that the ship be strapped. 

The CnHarrman. Was that after we sold the ships 4 

Mr. Pimper. Yes, sir, and at the time we were selling some of them. 
It was after the enactment of the act. 

The Cuarrman. The repairs, the slotting and strapping were by the 
purchaser or by the Administration 

Mr. Pimper. The repairs were made in the cases that were brought 
in connection with the purchasers. In some cases the C ommission had 
made the repairs and in other cases the Commission granted an allow- 
ance for the repairs. We said that that slotting and strapping was a 
desirable feature for which the operator had to pay a portion of the 
cost based, determined the same way we determined the sales price of 
the vessel. The courts ultimately held, no, that it being a class require- 
ment that he was entitled to the allowance without any additional 
charge. 

The Cuarrman. So that was something which he got in his purchase 
in addition to the many things which he received in the Ship Sales 
Act? 

Mr. Prvper. That is right. 

The CuarrMan. That is all. 

Mr. Casey. Mr. Morse, I think you have pointed out that your pres- 
ent staff of attorneys is at the very minimum so far as the life of Mari- 
time Administration is concerned ? 

Mr. Morse. Since 1938, 

Mr. Casey. And that figure that you gave us for 1945 of 125, did that 
include attorneys in the War Shipping Administration ? 

Mr. Morse. Yes, sir. 

Mr. Casry. Do you have a breakdown as between Maritime Admin- 
istration and War Shipping Administration as of that time? 

Mr. Morse. No; but I will supply it. 

(The information is as follows. ) 

Of the 125, 91 were employees of the War Shipping Administration and 34 were 
employees of the Maritime Commission. 

Mr. Casey. Does that chart indicate all attorneys that are in the 
Office of Litigation here? Is this intended to be a complete description 
of all the people in the General Counsel’s office ? 

Mr. Morse. With the exception of the 2 in New York and 1 in San 
Francisco and 1 in New Orleans. 

Mr. Casey. So that in the Office of Litigation you only have nine 
people? 

Mr. Morse. That is correct, but two of the trainees, Blackwell and 
Elstrand are also working in that Division. 
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Mr. Casey. Are you entirely satisfied with the relationships with the 
Department of Justice in the handling of these litigation cases ? 

Mr. Morse. Weare very well pleased. 

Mr. Casey. Do you feel that you would contribute anything to the 
more efficient handling of these cases both in the prosecuting of claims 
and developing of claims if yee were named to participate more 
directly in the actual litigation ¢ 

Mr. Morse. We think so because we live with the case. We know 
all the ins and outs of it, and we are in the process of suggesting on 
some of these charter cases that are coming along that we have one 
of our people sit in in the actual trial of the case because no matter 
how much we can tell the trial lawyer we can’t begin to tell him all 
the details which we know ourselves; and we think it would be desir- 
able and helpful to the Government that we have one of our people 
sit in on those cases. 

Mr. Casey. Do you think that you can do that with the numbers of 
your present staff ¢ 

Mr. Morse. I think we can. 

Mr. Casry. What is the nature of these cases that you referred to 
as the sliding scale cases that involve some $40 million to $50 million ? 

Mr. Morse. Those are the charters to American-flag operators in 
the offshore trade. The statute says that there will be a recovery of 
50 percent of the profits in excess of 10 percent of the capital necessar- 
ily employed. 

The Commission adopted a charter which had a sliding scale, in- 
creased the percentage of recapture from 50 to 75 to 90 percent, de- 
pending upon the amount of profit, and the operators are questioning 
the legal authority to effect any recapture in excess of the 50 percent 
provided by the statute. 

Mr. Casry. What statute is this of which you are talking ? 

Mr. Morse. Section 709 of the 1936 act. Mr. Pimper advises me 
that section 709 was incorporated by reference in the Ship Sales Act 
of 1946. 

Mr. Casry. These are executed under the 1946 act? 

Mr. Morse. Yes, sir. 

Mr. Casey. So that the act says that you will recover 50 percent of 
the profits that the operator makes with that ship in the course of a 
year over and above 10 percent of the capital necessarily employed ? 

Mr. Morse. Yes, sir. 

Mr. Casey. So I do not see how you can justify recapturing 75 or 90 
percent. 

Mr. Morse. I didn’t write the charters to begin with. It is spelled 
out in the charters that the recapture will be 50, 75, and 90 percent. 

Mr. Casty. In other words, the charters have gone one step further 
than the basic statute so that the argument is that the basic statute 
specifies the minimum but you are free to recover in excess of that ? 

Mr. Morse. The argument by the operators is that the statute pre- 
scribes the minimum and maximum. 

The Cratrman. What was the purpose of the 75 and 90 percent ? 

Mr. Morse. I assume that it was on the condition that they didn’t 
want to charter vessels to American-flag operators and let the Ameri- 
can-flag operators get all the cream of the profits. It was in effect a 
method of increasing the charter rate, an indirect method of increas- 
ing the charter rate, the rate of hire. 
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As I understand it, charter hire is fixed by statute at 15 percent of 
\djusted statutory sales price. Now, in addition the statute requires 
a recapture of 50 percent of the profits in excess of 10 percent of their 


capital necessarily employed. 


So this was back in 1947, 1948, 1949, and 1950 when there were tre- 
nendous earnings in the shipping industry and the old Commission 
apparently thought that the Government should be cut in on ae of 
that profit, cut in directly by the recapture which in effect would have 
the result of increasing the charter hire. 

The Cuatrman. This was at a time when there was great demand 
tor charter by the operators in lieu of purchasing under the act 

Mr. Morse. That is correct. 

The Cuatrman. It did not make any difference how hard you tried 
in writing this act to protect the Government. There was always 

some way it could be avoided as shown in this case, the resistance to 
purchase, the preference to charter and to make what then was an 
extreme profit under the charter. This was a provision that the Com- 
mission resorted to to try to protect the Government to an extent and 
to recover part of the lost war- -built vessels. 

Mr. Morse. That is correct in part, Mr. Bonner, but I think in fair- 
ness to the operators it should be said that at the time there was a 
tremendous demand for ships far in excess of the operator’s future 
requirements so that a given operator wouldn’t normally expect to buy 
« hundred ships, for example. 

The CuatrmMan. They signed the charter contract and agreed to 
ill the terms in it? 

Mr. Morse. That is correct. 

The Cuarrman. And now are coming back with suits saying that 
you did not have a right to put those things in? 

Mr. Morse. That is correct. We don’t agree with them. 

The CuarrmMan. It does not matter how much you try.to help this 
American merchant marine, how much Congress tries to do. Evi- 
dently all these things turn up. I sometimes wonder why we are here 
trying to do something to perpetuate this industry. Not only from 
ine side of the picture, but from all sides the tendency is to grab and 
not togiveordo. Here it turns up again. 

All right, sir. 

Mr. Cassy. Are these foreign owner claims that you referred to in 
line with the principle of the Bull Line case ? 

Mr. Morse. Yes, sir. 

Mr. Casry. You expect it may amount to as much as $14 million / 

Mr. Morse. We anticipate that that will be the maximum amount 
of these claims which may be filed. One or two suits have already 
heen filed I understand. 

Mr. Casry. How many claims have actually been presented / 

Mr. Morse. We will supply that at a later date. 

Mr. Casey. Are there many ? 

Mr. Morse. I think there are relatively few at the present time. 

(The information received later is that there are about 300 claims. ) 

Mr. Casey. What is holding them back? The Bull Line case was 
decided a couple of years ago. 

My. Morse. I don’t know the answer. Perhaps we are unduly fearful 
of the number that will be filed. 
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Mr. Casey. There is a different situation involved in these foreign- 
owner claims than in the claims decided by the Bull Line case? 

Mr. Morse. We think so. We think there is a substantial defense 
for this. 

Mr. Casry. Where do you get your trainees; right out of law school ! 

Mr. Morse. Yes, sir. ‘The y are employed on a GS-5 basis. The 

ee that we have employed are just out of law school and have been 
admitted to practice in one of the States; and we have where possible 
chosen men who had actual sea experience. 

Mr. Casry. Sea toa 

Mr. Morse. Yes, si 

Mr. Casry. What is GS-5, about $3,000 ? 

Mr. Morse. It is about $3,600. 

Mr. Casry. Is that an innovation so far as Maritime is concerned ? 

Mr. Morse. Yes, sir, it was started just before I came here last June 
and the first of the men came in about July of last year. 

Mr. Casey. This United States Lines case to which you referred was 
one of the matters that was covered in your annual report for this past 
year ¢ 

Mr. Morse. Yes, sir. 

Mr. Casry. I think you said that the settlement of that case was one 
of the activities of your office during the past year ? 

Mr. Morse. We participated in it. It was concluded, I think, some 
time in April or May of 1954. 

Mr. Casry. That was prior to your coming with the organization ? 

Mr. Morse. Prior to my arrival; yes, sir. 

Mr. Casey. You have no firsthand knowledge as to the extent in 
which your office participated in the settlement of that case? 

Mr. Morse. No, I do not. 

The Cuarrman. Mr. Tollefson ? 

Mr. Totterson. What do you mean by capital necessarily employed ? 

Mr. Morse. I need an assist here. It is roughly comparable to the 
net worth of the company. 

Mr. Totierson. Roughly, it means the net werth of the company ? 

Mr. Morse. Yes, sir. 

Mr. To.titerson. Mr. Morse, you just came with the Maritime Admin- 
istration last year, did you? 

Mr. Morse. In the middle of June 1954. 

Mr. Toitrrson. Amongst the legislative proposals upon which you 
are working is there any having to do with the method of determining 
the construction-subsidy differential ? 

Mr. Morse. No, I believe there is not. 

Mr. Totitrrson. My reason for asking that stemmed from the diffi- 
culty we got into over the purchase price on the United States and 1 
couple of other vessels. I would hope that your department would 
take a look at the law relative to the construction differential subsidy 
matter. That suggestion also came out of the Committee on Expendi- 
tures in the Executive Departments, the Government Operations Com- 
mittee, in which Mr. Hardy was very active. He spoke to me 2 or 3 
times last year about it. He thought, from the hearings had be a 
his committee. that we ought to revise the statute somewhat. T would 
hope that your croup looks at it. 

Mr. Morse. We will be glad to check into that, Mr. Tollefson. 











MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD [2] 





Mr. Totterson. That is all, Mr. Chairman. 
The Cuamman. Well, are you going to check into it and make some 
recommendations to this committee ¢ 

Mr. Morse. Yes, sir. 

The CHarrman. That is what we want. ‘That will be done? 

Mr. Morse. It will be done. 

The Cuarrman. In line with the recommendations in the Hardy 

‘port, that is what you are speaking of ¢ 

Mr. Totierson. Yes. 

The Cuarrman. Mr. Robeson ? 

Mr. Ropeson. I am curious to know if you settle anything without 
litigation. You mention so much litigation. Does the Administra- 
tion settle anything without litigation ? 

Mr. Morse. Yes, sir, we have a lot of claims settled without litiga 
tion; more, I would say, of a P. and I. nature. 

Mr. Rosrson. Percentagewise, approximately, are there more liti 
cated or more settled without litigation ¢ 

Mr. Morse. I would say that more are litigated. 

Mr. Rozeson. That is what it looked like. 

Mr. Morse. Of the matters that we have had in our office. 

Mr. Rozeson. Why can they not be settled ? 

Mr. Morse. Well, most of them are under sales contracts, ship-sales 
contracts or charters where there is a substantial dispute between the 
parties as to the lawfulnes of the provisions of a given contract or 
charter. 

Mr. Roseson. Who drew up the contracts ? 

Mr. Morse. The predecessors in our office. 

Mr. Roserson. Well, is it unreasonable to think that when competent 
lawyers draw up contracts most of them can be settled without litiga- 
tion? ITamnotalawyer. I wonder. 

Mr. Morse. I know that two lawyers cannot agree on how a single 
simple sentence should read. 

Mr. Rorrson. Is there anything that the committee can do about 
being helpful so that the citizens could settle their own business with- 
out robbing the Government, and settle it fairly ? 

Mr. Morse. I think it is fair to say that we endeavor where possible 
to settle out of court on matters that we can agree upon. For example, 
in collision cases and personal injury and death cases, where there is 
room for dispute as to whether there is or is not fault on the part of 
ihe Government, and also on the extent of the injuries or the extent of 
the damages, almost all of those are settled out of court. 

It is in these other areas where there are disputes on the statutory 
authority and intent and meaning of a contract, many of those are 
settled out of court, but some of them are not where we are unable to 

ome to what we consider to be a fair and reasonable settlement for 
the interested parties. 

Mr. Roreson. You see what puzzles me is that two parties consider 
something that is written and worded, and presumably agree at some 
ime that this is the contract; and then apparently hundreds and 

undreds of them work out so thet it turns out that in somebody’s 
opinion this is not the contract. There seems to me to be something 
rong in that. 

Mr. Morse. Well, that is the nature of the beast, I fear, Mr. 
Robeson. 
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Mr. Rozreson. Who is at fault, the Government? Or are we deal- 
ng with citizens that are at fault? 

Mr. Morse. I think these are very complicated problems which are 
not easy of solution. You take these foreign trades charter disputes. 
We think that for the benefit of the Government a recapture in excess 
of 50 percent of the profit was a fair and reasonable clause to have 
included in the sian: 

The operator signed that charter, but subsequently the Court of 
Claims in the Bull case held that in an analogous situation it was un- 
lawful to include such a clause in the contract. So these people say 
“if it was unlawful in that situation it is unlawful in this situation and 
we want to recoup some of the excess profits which you recaptured 
from us.” 

[ don’t know. I think we can defeat the claim because I think the 
situation is different, but up to the present time we have been unable 
to negotiate a settlement on that. We have been working for months 
endeavoring to settle the claim. 

The Cuarrman. With whom is your principal litigation in these 
cases ? 

Mr. Morse. I believe there are five lines involved: American- 
Hawaiian; Luckenback; American-Foreign; States Line; and Pope 
Talbot. 

CHAIRMAN. None of these operators operate under an operating 
subsidy ? 

Mr. Morse. One is. Pope & Talbot is a subsidized operator. 

Mr. Casey. Is it a fact, Mr. Morse, that some of the difficulty which 
vives rise to this litigation is that you people decide what kind of a 
contract you are going to offer these people so far as these ships are 
concerned, and once you have arrived at the general substance of the 
contract_you offer it to them and they sign it if they want it? Gen- 
erally speaking they will sign it in order to get the ship, but they re- 
serve their right to litigate your right to establish that form of contract 
under the act? 

Mr. Morse. That is correct. 

Mr. Casey. So you have no meeting of minds with the people that 
sign at the time that you sign it? 

Mr. Morse. I think that is a fair statement. 

The: Cuagrman. That was under the Ship Sales Act? 

Mr. Morse. Yes, sir. 

The Cuarrman. Is there any application that you know of now to 
open the Ship Sales Act? 

Mr. Morse. For sales? 

The CHarrMan. Yes. 

Mr. Morse. There are for sale of half a dozen CI-M-AVI’s to 
Brazil and a similar one to Korea. 

The Cuarrman. Do you have any applications for charter ¢ 

Mr. Morse. A few. 

The Cuarrman. The same thing would apply if you had applica- 
tion for charter now 4 

Mr. Morse. As to escalation ? 

The CHarrman. As to making this type of contract ? 

Mr. Morse. Yes, sir, we would include that same clause. 
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The CuatrMan. It would be a good thing to pass a resolution giv- 
ing you authority to make such contracts as you deem iu the best 
interests of the Government. 

Mr. Morse. I think that would be helpful. 

The Cnamman. Now do you have the authority or do you not have 
the authority ? 

Mr. Morse. We have this authority in our view. 

The Cuarrman. You think you have the authority ? 

Mr. Morse. We feel that we do have the authority and it might im- 
pair our position if a resolution was adopted. 

The CuarrmMan. Mr. Ray. 

Mr. Ray. I have two questions. 

I have the impression that if you had a larger department you 
could not affect very much the speed of handling this backlog. That 
depends on another de ‘partment 

Mr. Morse. I think that is largely true, Mr. Ray. 

Mr. Ray. So that there is nothing you could do by increasing your 

staff which would hasten the disposition of the backlog ? 

Mr. Morse. It would undoubtedly hasten it some. 

Mr. Ray. But not substantially ? 

Mr. Morse. Not substantially. 

Mr. Ray. Then on the matters which you are studying w'th respect 
to your proposing litigation, is it fair to say that you are working on 
the technical side of the law as distinguished from the polic y side, 
that the troubles you have in administration are what you are working 
01 3 or are you working on questions of general policy ? 

; Morse. In our oflice we do not establish the policy. 

Mr Ray. Recommendations for a statute that would reflect 2 new 
policy would come from some other part of the administration ? 

Mr. Morse. I misunderstood you. For amendments to the statute 
we make recommendations and, of course, discuss it with the Board 
or the Administrator, whether a given recommendation for a change 
in the statute should be submitted. 

Mr. Ray. Whether it is a matter of policy or administraticn or 
otherwise ? 

Mr. Morse. Yes, sir. 

Mr. Ray. Thank you. That is all. 

The CuarrmMan. Mr. Miller? 

Mr. Mitier. No questions. 

The Cuatrman. Are there any further questions by members of the 
committee ¢ 

Mr. Casey. Mr. Morse, do you have any consideration heing given 
in connection with these legislative proposals to any ceiling on oper- 
ating differential subsidies under the 1936 act ? 

Mr. Morse. We haven’t so far prepared any recommendation on 
that. The problem is under discussion not only in our office, but also 
in Mr. Hochfeld’s office, and also with the Administrator. 

Mr. Casry. Thank you. 

The Cuamman. Did you discuss this ship sales and transfer branch 
in your general statement? This transfers part is what I am inter- 
ested in. Does that means transfer of American-flag vessels to for- 
elgn flag ? 

Mr. Morse. That would be one of the activities in that branch. 

The Cuarrman. That would be in here ? 
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Mr. Morse. Yes, sir. 

The CuatrmMan. Were you up here during the hearings that we 
have just had on this transportation of agricultural products and 
other products ? 

Mr. Morse. I was here part of the time. 

The Cuarrman. And on the lack of American-flag vessels at fair 
rates to carry this cargo ¢ 

Mr. Morser. I was here part of the time, Mr. Bonner. 

The Cuarrman. Did you hear the Chairman of the Board say 
that his staff had recommended to him that he make these transfers 
during the months of December and January / 

Mr. Morse. Yes, sir. 

The Cuarrman. Were you his counsel at the time / 

Mr. Morse. Yes, sir. 

‘The CHarrman. Now, then, I want you to go ahead and tell this 
committee just how far you looked into this matter and with what 
you substantiated your recommendation that he go through with 
these transfers when it was apparently shown that there were not 
enough American-flag vessels offering at the time to carry this cargo. 
Yet, in the face of that, transfers were made. Is that correct, that 
general statement which I have made / 

Mr. Morse. I can’t answer that question, Mr. Bonner. 

‘The Cuairman. Well, you heard what I said ¢ 

Mr. Morse. Yes, sir. 

The CHarrman. Am] right or wrong in what I have said / 

Mr. Morse. | am unable to say of my own knowledge whether 
there were American-flag vessels available. 

‘The CHarrMan. You were transferring them at the time / 

Mr. Morse. That is correct. 

‘The CuarrMan. Well, the Department of Agriculture comes in and 
says they are not available. Who is right and who is wrong? 

Mr. Morse. I am not in a position to determine that, Mr. Bonner. 

The CHarrman. Well, in your Division here you keep abreast of 
what is available, do you not ? 

Mr. Morse. Not in my Division, no. We merely pass on the 
legality of a given application. 

The Cuarrman. Well, I do not say it is not legal. 

Mr. Morse. Pardon me? 

‘The CuarrmMan. What is your colleague telling you ? 

Mr. Morse. Mr. Metz said, ‘Mr. Bonner is ‘confusing this. That 
is a policy matter, not a legal matter.” 

The CHarman. I am not trying to confuse it. I am trying to find 
out just how much collaboration there is and where this advice to the 
Chairman comes from to go ahead and transfer when this situation 
seems to exist. 

W hat is your full name ? 

Mr. Merz. Elmer E. Metz. 

The Cuarrman. What is your position ? 

Mr. Merz. Assistant General Counsel. 

The CHarrmMan. Go ahead. 

Mr. Merz. May I first explain why I say you were confusing it? 

The Cuatrman. That is all right. If I was confusing it I want 
to know why. 
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Mr. Merz. You are because of the fact that the Legal Division 
Transfer Branch is not what I think you envision it to be. 

The CHarrMan. Just a minute. The witness says that he advised 
the Administrator to go through with these transfers. That is his 
answer to the question. Now, I was asking him why he advised it. 
Now you come in with a different angle here, saying that I am con- 
fusing the thing. I am not confusing it. I am merely proceeding 
along the line of his own testimony that he advised the Chairman to 
go ahead and make these transfers in these months when it was ap- 
parent that American-flag tramp vessels were not suflicient to supply 
the demand of foreign export cargoes. 

I do not understand how I would be confusing the matter when I 
am merely pursuing the fact that he says that he advised the Chair- 
man to go ahead with the transfers. Will you explain how I was con- 
fusing the matter 4 

Mr. Merz. Our records in the Legal Division would not contain the 
availability of ships information. We would have to rely entirely on 
the -“ ‘ating people for that. 

The CuatrmMan. You then contradict the General Counsel when he 
says that he advised, and you say that you do not advise. Is that what 
I understand ? 

Mr. Merz. No, sir, I am not contradicting the General Counsel. 

The CHarrman. You come up here. He says that he advised them 
to go ahead with the transfer. You heard him say it, did you not? 

Mr. Merz. I heard him, yes. 

The Cuarrman. On what basis, Mr. General Counsel, did you come 
to the conclusion that you should advise the Administrator to go 
ahead with these transfers in January and December ? 

Mr. Morse. It was based on the policy adopted in August of 1954 
when Mr. Rothschild concluded to effect approximately 65 foreign 
transfers and as the recommendations would come to my office through 
the end of the year I would either approve or disapprove for legal 
clearance. 

The Cnatrman. Now, is a policy adopted in August binding in 
December and January ? 

Mr. Morse. The policy as a policy is binding on the Office of the 
General Counsel. 

The Cuatrrman. You mean that the General Counsel just closes it- 
self up in the building, does not look to see what the situation is at all ¢ 

Mr. Morse. Weare not a policymaking office, Mr. Bonner. 

The CuatrmMan. Well, you change from time to time on construction 
subsidy and operating subsidy, do you not? 

Mr. Morse. I understand there have been changes in the past years. 

The CuarrMan. There are changes in the present ? 

Mr. Morse. I am not sure just what you are getting at Mr. Bonner. 

The Cuatrrman. I was saying that the policy was adopted in August 
and, notwithstanding any conditions outside, you just follow that 
policy ? 

Mr. Morse. Mr. Rothschild is the individual who has the authority 
under the 1916 act to determine whether or not he will effect a foreign 
transfer and when a recommendation comes to our office from the 
operating people we examine it to see whether it is in line with the 
established policy and whether it meets the conditions established in 
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the law, and we either approve it or disapprove it, we either say there 
is legal objection or no legal objection. 

The Cuamman. Notwithst: anding the fact that we are here trying 
to foster and perpetuate an American merchant marine of all types, 
you would then just recommend it based on the policy established 5 Ff 
or 6 months previous to a condition arising ? 

Mr. Morse. Mr. Bonner, I don’t think it is up to me as General 
Counsel to dictate the policy to be established by the Administration. 

The CHairmMan. But you said you advised him to transfer in those 
months. 

Mr. Morse. ‘That was merely a continuation of the policy which was 
established back in August. 

The Cuamman. Well, now, he said himself, and if I quote him in- 
correctly I want to be corrected, that he made his decisions in Decem- 
ber and January based on information that he received from the staff 
of the Maritime Board and the Maritime Administration. 

Now, does not all the information and advice of that kind channel 
through your office ? 

Mr. Morse. The way the recommendation is presented to the Ad- 
ministrator is that it is written up in Mr. McGuire's office. It 
written up in the Foreign Transfer Branch in Mr. McGuire’s office. 

The CuarrMan. Have we had Mr. McGuire as a witness? 

Mr. Morse. I don’t believe he has appeared before you yet. I believe 
he is scheduled in the next day or so. Then the recommendation comes 
to us for legal clearance. 

The CHamman. Mr. McGuire’s recommendation came to you ? 

Mr. Morse. For legal clearance, yes, sir. 

The Cnarman. So you had knowledge of his recommendation 
going to the Chairman? 

Mr. Morse. You bet we did, and we read every one very carefully. 

The CHatrman. Mr. Casey. 

Mr. Casry. What kind of legal clearance is involved in these trans- 
fers? In other words, you have the 1916 act that establishes the right 
of the Administrator to make these foreign transfers and you have 
this policy established in August of 1954. What did you do exactly 
in nassing this thing in December 1954 ? 

Mr. Morse. To see whether the recommendation contains all of the FR 
conditions as to availability of the vessel, nonuse contrary to T-1 or 
'T-2 nontransferability of the vessel itself without our approval, non- 
tranfer of stock ownership other than to Americans without our 
approval, and also initially and primarily the citizenship problem, 
citizenship clearance problem. 

Mr. Casey. That is something that was not given much consider- 
ation back at the time the 1946 act was in effect. It gave rise to all 

this trouble with the Niarchos and Kulukundis and those people. 

Mr. Morse. I wasn’t in the office at that time. I understand that 
affidavits were received from everv applicant that they were or were 
not citizens within the meaning of the 1946 act. 

Mr. Casey. You go further in the affidavit now, do you not? 

Mr. Morse. Yes, sir. 

Mr. Casey. And the fact that you do go further is directly attribu- 
table to the fact that you have considered now that affidavits in and 
of themselves were no wood ? 

Mr. Morse. I think that is a fair assumption. 
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Mr. Casey. Of course in connection with these foreign transfers at 
some time apparently it became apparent to the Maritime Administra- 
tion that they should stop these transfers because they were creating 
a shortage of American-flag vessels, is that so ? 

Mr. Morse. The cutoff was December 15 as I remember. 

Mr. Cassy. And who decided at that point that you would continue 
to process and approve applications that were then on file that came 
within the four corners of the policy announced in August? 

Mr. Morse. Ultimately I think it was Mr. Rothschild’s determina- 
tion, but I recommended that those that were still pending should be 
processed. Those that were still pending were held up pr imarily be- 
cause of either citizenship complications or because of delays in the 
staff in processing their applications. 

Mr. Casey. That is really not a legal matter, is it? That isa policy 
matter. 

Mr. Morse. Certainly it isa policy matter. 

Mr. Casey. And in your job as General Counsel you are called upon 
from time to time to participate in policy decisions, are you? 

Mr. Morsr. My views are requested, yes. 

Mr. Casey. And would you not say that you are probably the right- 

hand man of the Administrator in the making of policy dec isions ? 

Mr. Morse. Certainly I think that is a fair statement where he asks 
my views. 

Mr. Casry. There would have been no legal objection to having a 
cutoff date that was an actual cutoff date for all approval of foreign 
transfers? 

Mr. Morse. I think that is a fair statement because no transfers need 
be made. The determination of whether they are or are not to be 
made is vested in the Administrator. 

Mr. Casey. And, of course, the people that had not yet filed applica- 
tions prior to December 15 have been cut off : anyway, have they not 2 

Mr. Morse. Certainly. 

Mr. Casry. They didn’t give advance notice of the December 15 
cutoff date ? 

Mr. Morse. That is correct. 

Mr. Casey. If they had been going to file an application on Decem- 
ber 16 they would have been out in the cold so far as foreign transfer 
is concerned ? 

Mr. Morse. That is correct. 

Mr. Casey. So you felt that you had to do equity to those people 
who had filed prior to December 15, 1954 2 

Mr. Morsz. We were trying to, yes. 

Mr. Casry. You recommended that he continue to do transfers that 
fell within the four corners of the August 15 policy ? 

Mr. Morse. Yes. 

Mr. Casey. When you made that recommendation did you have 
under consideration the availability of American ships and compliance 
with the 50-50 law? 

Mr. Morse. Yes, sir, I took it into consideration, but I felt that in 
fairness to those individuals that they should receive the same treat- 
ment, and they are relatively few in number. I felt that they should 
receive the same treatment that others whose applications were not 
delayed had received. 
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Mr. Casey. Did you have a thorough knowledge of the situation 
insofar as the prospective cargoes to “be shipped on American-flag 
ships and also the number of American-fl: ag ships that would be avs ail- 
able to carry those cargoes ? 

Mr. Morse. No, I personally did not have a thorough knowledge 
of it. 

Mr. Casry. So that your recommendation of continuing this policy 
was made without regard to those facts ? 

Mr. Morse. Well, not with complete disregard, but I did not give as 
much weight to them as hinds ight would require. 

Mr. Casey. If you did not have the facts at hand you could not give 
consideration to them, could you? 

Mr. Morse. I knew that there was a 50-50 legislation which had 
been adopted and I knew that there was a movement of coal in the 
offing. So I didn’t have complete lack of knowledge. 

The Cnarrman. Is there some division in your organization that 
channels to you future movements of cargo and the quantities and so 
forth ? 

Mr. Morse. If you refer to the Administration as the organization, I 
think you are entirely correct, Mr. Bonner. I think it would be very 
desirable having more. 

The Cuatrman. They did not supply this information, then, that 
all this cargo was going to reach a peak here in the months of January 
and February and ‘that this program was going on at that time? 

Mr. Morse. I understand it was, yes, sir. 

The Pee scileas. They did not supply that information ? 

Mr. Morse. Not to my office. It would not normally come to my 
office and I cannot say whether it came to any other office. 

The Cuatrman. As counsel has developed, it was not a question‘of 
law. It was a question of policy and advice to the Administrator in 
assisting him in carrying out what he thought was the best thing to do. 
This is correct, is it ? 

Mr. Morse. That was largely a policy matter, yes, sir. 

The Cuarrman. Mr. Miller? 

Mr. Mitter. How long does it take to clear one of these applications, 
Mr. Morse? 

Mr. Morse. Assuming that there are no citizenship complications, I 
imagine about a week is about the minimum. 

Mr. Mitier. When the application was filed, was it supposed to be 
complete with all of the necessary affidavits and data as to citizenship 
and other pertinent data that were necessary upon which to act? 

Mr. Morse. The application is merely an application seeking au- 
thority to transfer foreign. We have other records available dating 
back to the original purch ase of the vessels. We check those and wa 
check on security matters. 

Mr. Mixer. That is what you check, but I mean the man who comes 
in and files the application. “Does he just say : “I make application to 
charter a vessel,” and then holds his application and perfects it later 
or does he come in and present a supposedly perfected application 
when he files for the vessel ? 

Mr. Morse. There is a form that is used for filing for application for 
transfer which sets out a considerable detail of information; owner- 
ship and the name of the transferee, and the shareholders of the 
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transferee, and the attempts that have been made to utilize the vessel 
under American flag, attempts to sell the vessel. 

Mr. Mutter. I am interested in these applications that you decided 
to grant after December 15. Whose fault was it that they were not 
processed prior to December 15? 

Mr. Morse. Those that had any citizenship problem went through 
a thorough investigation by our security officer and there were three 
security officers at the time, and with the limited staff they were unable 
to investigate every applicant that was under scrutiny. His investiga- 
tion extended over months. 

Mr. Minturr. Was the security the only phase of these applications 
then that was under consideration which held them up? Were there 
any other factors? 

Mr. Morse. That was the major cause of the delay. 

The Cuarrman. What factor has the greatest weight in determin- 
ing whether you let a ship be transferred forei en, and what are the 

factors that must be shown at the time you let a ship be transferred 
foreign ? 

Mr. Morse. If it is required in national defense it is never approved 
for foreign transfer. Assuming it is not required we then go into 
availability for use under the American flag, whether the vessel has 
been laid up. 

The CHatrmMan. Did you go into availability for use under the 
American flag when you tr ansferred these vessels ? 

Mr. Morse. I personally did not. 

The CuHarrman. Who did? It was channeled to you to advise the 
chairman. Now, who did go into that very feature ? 

Mr. Morse. That was originally gone into back in August by Mr. 
Rothschild. 

The Cyatrman. I understand back in August, but you kept these 
applications from August up until the time the transfers were made. 
The record will show when the transfers were made along in the fall 
and in December. I asked the question: Who did the investigation 
as to whether or not these ships were needed at the time the transfer 
was made and you say that is one of the criteria for making the 
transfers. 

Mr. Morse. I know that there was a discussion. I can’t remember 
now who it was with, whether Mr. Rothschild was in Washington at 
the time; but early in December I remember there was a discussion. 

The CratrmMan. Immediately after the transfer from American- 
flag to foreign, how much increase is there in the value of the vessel? 

Mr. Morse. Approximately $100,000. 

The CuarrMan. And there were 60 vessels transferred ? 

Mr. Morse. Yes, sir. 

The Cuatrman. This is a serious question. Do you think it is? 

Mr. Morse. I think it is a serious question not only for the Govern- 
vent, but also for the individual shipowner, Mr. Bonner. 

The Cratrman. I think that this is a very serious question which 

‘are discussing here and one a +h has heretofore been passed over 
lightly. I do not like it at all. I do think your office is going to have 
to get up more explanation of just why this was done, and what has 
been done so far. Do you think you performed your full duty? 

Mr. Morse. I think we have, speaking for the office generally. 

The Cuatrman. Yes. 
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Mr. Morse. I think we owe an obligation both to the Government 
and to the individual shipowner, Mr. Bonner. I think the individual 
shipowner is to be seriously considered in these things, whether he is 
going to go bankrupt by our failing to permit him to effect a foreign 
transfer. 

The Cuarrman. He certainly would not have gone bankrupt under 
conditions existing today if he had been held under the American flag. 

Mr. Morse. Under today’s conditions I agree with you, but back 

when this policy was adopted and until perhaps in October or 
November 

The CHatrman. That is about when your change took place, in 
October. Since October there have been a considerable number of 
vessels transferred foreign. 

Mr. Morse. That is correct. 

The Cuatrman, I think it is a very serious thing. 

Mr. Morse. I think we should not be foreclosed in determining the 
right. 

fhe Cuatmrman. Do you mean to tell the committee now that the 
decision made in August was bi nding and conditions that have come 
to pass could not change the decision # 

Mr. Morse. Certainly not. 

The CuatrmMan. Sir? 

Mr. Morse. Certainly not. 

The Cuarrman, Well, then, my position is correct. Are there any 
questions ¢ 

Mr. Mitter. I would like to explore this thing about your interest 
in the individual shipowner. Are you there to protect his interest as 
well as the Government’s? Does he not have his own attorneys to 
protect his interest ? 

Mr. Morse. I think part of our job is to protect the individual 
owner- We are directed by the Shipping Act to foster the American 
merchant marine. 

Mr. Mitzter. When he comes knocking on the door with one of these 
ships he is not that naive person who does not know what shipping is 
all about. He is not coming in blind. He has his own attorneys to 
come in, does he not, to fight you all the way ? 

Mr. Morse. In some areas. 

Mr. Miniter. You just told us about some of these litigations. I 
think that is a pretty fair question. I just wondered where your 
loyalty lay, whether it lay with the Government whom you are sup- 
posed to protect or with the individual shipowner under that rather 
vague terminology of the act that you are supposed to foster the 
American merchant marine. 

Mr. Morse. I think I can only best answer that by saying that I 
think my loyalty to the Government requires that I consider not only 
the Government’s interest. but also the individual owner’s interest. 

Mr. Macnrowrcz. I believe you testified that at the time you made 
these recommendations for the transfers in December you were not 
aware of the unavailability of the American-flag vessels ? 

Mr. Morse. That is correct. 

I said I personally was unaware whether vessels were available or 
not. 





MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 131 


Mr. Macnrowicz. The question that arises in my mind is if you 
were aware of those facts, if those facts were made known to you, 
would you still have recommended to the Maritime Administrator the 
transfer of these vessels? 

Mr. Morse. No, I think not, because the only reason for adopting the 
policy initially was on the basis that it was a hardship situation. 

Mr. Macnrowicz. Then the only reason that the recommendation 
was made is because of somebody’s slipup in not having that infor- 
mation made known to you; is that correct ? 

Mr. Morse. Well, I would say that that would be part of it, cer- 
tainly. 

The Cratrman. Mr. Tollefson. 

Mr. Totitrrson. Can you say from your personal knowledge 
whether or not the Government as such has been hurt by the {transfers ? 

Mr. Morse. F rom my personal knowledge I cannot say one Way or 
the other. It would be my impression that the Government has not 
been injured. 

Mr. Totierson. As I understood the testimony of Mr. Rothschild, 
the transfers made possible the payment of certain past-due or delin- 
quent mortgages; is that correct ? 

Mr. Morse. In a fairly substantial amount, but I think that is only 
a minor item to be considered. I wasn’t particularly concerned with 
whether the Government would or wouldn’t collect our mortgages in 
determining whether we would transfer or not transfer. 

Mr. Totuerson. As I further recall the testimony of Mr. Roths- 
child and Mr. McGuire they weren’t convinced at the time of the hear- 
ing that there was a shortage of American-flag ships to carry the 
grain. Were you here when he testified ? 

Mr. Morse. That was my recollection of what he testified to. 

Mr. Torterson. I must confess that from the testimony which we 
have had in the past week that I am not certain in my own mind today 
whether there actually was a shortage of American-flag ships to carry 
50 percent. of the cargoes under Public Law 480. I say that in view 
of the fact that the committee last year wrote a letter to the De »part- 
ment asking that there be no wholesale transfer of ships to foreign- 
flag operation after adjournment of Congress. 

The Cratrman. If you will permit me to interrupt you, your letter 
written to the Chairman of the Administrafion, all of this in face of 
your letter is what interests me greatly, and at the time I compli- 
mented you on your letter and thought this thing ought to be gone 
into carefully. My views at that time have now been sustained. This 
worries me. There has been no collaboration here and this thing has 
taken place. 

Mr. Totierson. I hope that there is not a shortage of American- 
flag ships to carry 50 percent of the grain. I hope sincerely that the 
transfers that were permitted do not result in a shortage of American- 
flag ships. This problem has been a harassing one, or one that has 
bothered most of the members of the committee. Yet tossed into the 
thing has been a very definite impression on my part that there are 
perhaps those in other departments of Government who have never 
liked the 50-50 legislation and would not cooperate to see that its 
provisions were carried out. That bothers me as much as the trans- 
fers. That is all, Mr. Chairman. 
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The Cuamman. Counsel has a new item here that we want read into 
the record at this point. 

Mr. Casry. This bears, Mr. Chairman, on the difference in value 
between a Liberty ship that is freely transferable to foreign flag. I 
assume that is one upon which permission has already been granted 
or one that has been transferred to foreign flag and one that is not 
eligible for transfer to foreign flag. It is from the Maritime Reporter, 
issue of February 1, 1955. I do not believe it is necessary to read the 
whole article into the record, but the substance of it is that Liberty 
ships not eligible for transfer changed hands in June for $285,000. 
In December such a ship went for $435,000, but by that time few were 
offered for sale because of the vastly improved charter market. That 
is for a Liberty that is not eligible for transfer, $435,000. 

Foreign-flag Liberty’s likewise increased in value as charter rates 
advances. By December they had climbed to $700,000 and at the year’s 
end rested at $750,000. 

So if the information in this magazine is correct, there is a differen- 
tial of some $300,000 between a foreign-flag Liberty at December 31, 
1954, and one that is not eligible for transfer. 

I think possibly that, as < remember, Mr. Rothschild gave some of 
the same figures that you did, Mr. Morse. I think maybe you peoy-le 
ought to check this further and straighten out for the record as to 
what the actual prices are. 

Mr. Morse. We will be happy to do that. I want to make one com- 
ment there. Actually there are three sets of values. One would be 
the American-fiag not available for transfer. Another would be the 
American-flag which has been authorized for transfer subject to con- 
ditions, the usual conditions which we attach; and the third and that 
would be the one you are now referring to, would be the foreign-flag 
which has no conditions attached. 

Those are the ones which would have been sold under the 1946 
Ship Sales Act for foreign ownership. There would be more of a 
spread in that latter category than would be in the foreign-flag which 
have our conditions attached to it. 

Mr. Casry. I am glad you pointed that out, but actually I did not 
read one other set of figures because I did not see the significance of 
them. Just prior to the figures I read they referred to freely trans- 
ferrable Liberty ships which had an asking price in December of be- 
tween $600,000 and $700,000. I assume that is the intermediate situ- 
ation, so to speak. 

Mr. Morse. No, I would think the freely transferable ones would be 
the foreign-flag having no conditions. 

Mr. Casry. These are the ones that I assume are still under the 
American flag. You mean freely transferable; in other words, they 
are foreign-flag ships. 

Mr. Morse. I would assume so. I would like to read the article. 

Mr. Casry. I would like to know what the actual spread is. 

Mr. Morse. We will endeavor to supply that. 

(The information is as follows :) 

An examination of reported Liberty-type dry-cargo vessel sales throughout the 
world during the month of December 1954 disclosed moderate activity, but no 
reported sales consummated between American buyers and sellers for operation 


under the United States flag. Typical prices for American-owned vessels for 
which permission to transfer to foreign registries had been granted fell within 
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the $500,000 to $530,000 range. Prices received for freely transferable foreign- 
flag Libertys were noticeably higher and typically were located within the 
$655,000 to $675,000 range. 

For purposes of comparison, transactions between American buyers and sellers 
for operation under the United States flag were examined for the month of 
November 1954. It was found that in the limited number of sales that occurred, 
the price received for a Liberty-type ship was approximately $350,000. 


The CuatrrMan. Are there any further questions ? 

Mr. Morse. Mr. Bonner, if you wish I now have a written state- 
ment from the Regulation Office which I will be pleased to read if you 
care to have it at this time. Mr. Lloyd Tibbot was unable to come this 
morning and asked me to read it for him. 

The Cuarrman. I do not know whether any committee member de- 
sires to ask questions as to this feature of the operation. So I would 
suggest that you file this statement for inclusion in the record. Then 
if you have any observations to make we would like to hear them. 

Mr. Morse. I will be happy to file this in the record, Mr. Bonner. 

The Cuarrman. If it is the pleasure of the committee we will include 
that in the record at this point. 

(Statement referred to follows:) 


STATEMENT OF LLOYD TrBRsoT, CHIEF, REGULATION OFFICE, FEDERAL 
MARITIME BOARD 


The Board’s regulatory functions may be divided into four branches as follows: 

1. The regulation of common carriers by water in the foreign trade. 

2. The regulation of common carriers by water in the domestic offshore 
trades (i. e., trades between the United States and its Territories or posses- 
sions). 

3. Regulation of terminal operators. 

4. Regulation of freight forwarders. 

The regulation of each of the above classes presents different problems and 
therefore the law and its application to each group is substantially different. 


FOREIGN TRADE 


There are approximately 365 common carriers by water engaged in the foreign 
trade of the United States of which about 40 are United States companies. The 
rest are foreign-flag carriers of various nationalities with companies domiciled 
abroad. All, both United States flag and foreign flag, are subject to the same 
regulation. However this regulation recognizes that the foreign trade of our 
country is also the foreign trade of another country and that neither our country 
nor the foreign country of origin or destination has the complete control. 

A definite need for regulation exists but because of the international character 
of the trade, the United States law encourages self-regulation with government 
supervision to prevent abuses. This is accomplished to a large extent through 
the organization of steamship conferences, a practice incidentally which is world- 
wide with steamship conferences established on virtually every important trade 
route in the world. However, a conference which covers a trade to or from the 
United States is required to be approved by the Federal Maritime Board and is 
permitted to exist only as long as it does not operate in a manner which is un- 
justly discriminatory or unfair as between carriers, shippers or receivers of cargo, 
or ports or is detrimental to the commerce of the United States. This is set 
forth in section 15 of the Shipping Act of 1916. 

These conferences, when properly functioning, promote stability of rates and 
uniformity of treatment of all shippers by all or most of the lines in the trade, 
factors which are deemed of great importance by merchants engaged in our for- 
eign trade. There are slightly over 100 steamship conferences covering the 
various foreign trades of the United States. The minutes and records of their 
meetings, their rates and practices are under continuing scrutiny. However, as 
this entails a review of some 2,000 or more conference minutes, circulars and rate 
changes a month, in addition to the performance of other duties, because of our 
limited staff, it must be admitted that the review is not as exhaustive as wouid 
be desirable. 
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Without the conferences to stabilize rates and maintain them at a reasonably 
compensatory level, the American-flag line with its high operating costs would 
be at a severe disadvantage. In drawing up section 15 of the Shipping Act of 
1916, the congressional committee which drafted the act observed : 

“The entire history of steamship agreements shows that in ocean commerce 
there is no happy medium between war and peace when several lines engage in 
the same trade.” 

A conference agreement represents a truce between contending lines. With- 
out these conferences endless rate wars would follow. The same congressional 
committee pointed out that these conference agreements are a protection to 
both shipper and shipowner, saying: 

“To the shipper they insure desired stability of rates and the elimination of 
secret arrangements with competitors. To the shipowner they tend .0 secure a 
dependable return on the investment, thus enabling the lines to provide new 
facilities for the development of this trade.” 

The conference system would seem to be important to the maintenance of a 
privately owned and operated merchant marine. 

At present the conferences are confronted with an attack upon the dual-rate 
system which is practiced by some as a means of protection agaiast cut-rate 
competition by outside lines or by tramps which may come in long enough to 
skim the cream and then depart. Under the dual-rate system a merchant con- 
tracts to give all his business to the conference lines; in return he is given a 
guaranteed rate which is somewhat lower than the rate which would otherwise 
apply. The contract is open to all shippers regardless of the volume of their 
business. 

The conferences contend that assurance of a steady volume of business and 
the protection against rate wars is of sufficient value to justify this lower con- 
tract rate. The Board has previously held that such contract-rate systems are 
not unlawful per se. By its General Order 76 it requires that conferences using 
this system file particulars as to the system with the Board including the reason 
for the use of the system in that trade and the basis for the spread as between 
contract and noneontract rates. No further comment is offered at this time since 
a number of formal cases are now pending before the Board involving this 
system. 

The Regulation Office also handles informal complaints and protests and re- 
quests for information and assistance from shippers, receivers, and others having 
to do with the practices and rates of conferences; these run up to 150 to 200 per 
month. Formal complaints and investigations on the Board’s own motion pur- 
suant to section 22 of the Shipping Act of 1916, are handled in accordance with 
the Board’s rules of practice and procedure by the Board’s hearing 2xaminers. 

In addition to these 100 conference agreements, there are some 400 supporting 
or related agreements covering transshipments of cargo, joint services, and sail- 
ing schedules; and the pooling of revenues which receive similar scrutiny and 
attention. 

FOREIGN TO FOREIGN CONFERENCES 


Although the Board has no jurisdiction over foreign to foreign conferences, 
section 14 (a) of the Shipping Act of 1916 provides that if any such conferences 
refuse to admit United States-flag carriers on equal terms and conditions with 
foreign-flag members, then those foreign-flag members may be denied entry of 
their vessels into United States ports. 

This has been an effective instrument to enable United States-flag lines to gain 
admittance to these conferences, admission is often necessary for successful 
operation of a line on an essential United States foreign-trade route since the 
foreign to foreign traffic controlled by those conferences frequently lies within 
the range of the United States foreign-trade route and is needed to augment 
revenues and to effect more complete and economic utilization of the United 
States-flag ships. For example, a United States-flag ship running from New 
\Lork to India may need to pick up cargo from Egypt to India to assure a profit- 
able operation. The benefits of section 14 (a) are usually achieved as the result 
of informal negotiations although on occasion resort is had to formal proceedings. 


FORBIDDEN PRACTICES 


Common carriers by water in the foreign trade are forbidden to use certain 
practices. In the main these are the use of deferred rebates, fighting ships, 
retaliation against shippers by refusing space because a shipper has patronized 
another carrier or has filed a complaint with the Board, the making of unfair 
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or unjustly discriminatory contracts with shippers, or unjust discriminations 
in the matter of cargo-space accommodations and the Settlement of claims, all 
of which are prohibited by section 14 of the Shipping Act of 1916. 

Common carriers by water in the foreign trade are also fo! bidden to grant un- 
due preference or advantage to ally person, locality, or description of traftic, to 
allow a person to obtain transportation at less than the established rate by the 
use of false billing or other unfair device or means, or to influence insurance 
companies to discriminate against competing water carriers: see section 16 of 
the Shipping Act of 1916. 

Section 17 of the Shipping Act of 1916 prohibits any rate or fare which is un- 
justly discriminatory between shippers or ports or is unjustly prejudicial to 
exporters of the United States as compared with their foreign competitors. This 
section also prohibits unjust or unreasonable practices with respect to the receiy- 
ing, handling, storing, or delivering of property. 

Both sections 16 and 17 are further augmented by section 205 of the Merchant 
Marine Act of 1936 which makes it unlawful for a common carrier by water to 
prevent or attempt to prevent another carrier from serving a Federal Govern- 
ment aided United States port at the same rates which it charges at the nearest 
port already regularly served by it. 

Section 20 of the Shipping Act of 1916 prohibits the disclosure of information 
by a common carrier to any unauthorized person if such information may be 
used to the detriment or prejudice of the shipper, consignee, or carrier. 

These provisions of law are enforced to a large extent by directing the atten- 
tion of carriers to apparent violations and seeking voluntary corrective action. 
If necessary or if a formal complaint is filed, the matter is adjudicated by the 
holding of a hearing before a hearing examiner, in which event a proposed report 
is issued, exceptions are received, oral argument is held before the Board if 
requested and a final report and order issued in accordance with applicable 
provisions of law. 

DOMESTIC OFFSHORE TRADES 


Trades between the United States, its territories, and possessions are almost 
entirely reserved to United States-flag carriers. (Exceptions are the Virgin 
Islands and a special act which has been passed year to year authorizing Canadi- 


an vessels to engage in the United States-Alaskan trade on a limited basis. ) 

For this reason a much more complete regulation of rates is provided than 
in the foreign trade. Common carriers by water in the domestic offshore trades 
are required to file their rates in advance, may make changes only upon 30 days 
advance notice unless, for good cause shown, the Board grants special permission 
to make them effective on less than 30 days notice. The Board may suspend 
and investigate any rate before it becomes effective to determine its lawfulness. 
The Board also has control over the reasonableness of these rates and may pre- 
scribe just and reasonable maximum and minimum rates if circumstances so 
require. These provisions are set forth in the Intercoastal Shipping Act of 1933, 
which although originally passed to regulate common carriers by water in inter- 
coastal commerce (via the Panama Canal) was subsequently extended (sec. 5) 
‘o apply to every common carrier by water in interstate commerce as defined in 
section 1 of the Shipping Act of 1916. This definition includes common earriers 
by water in the trades between the United States and its Territories and pos- 
Sessions and between places in the same Territory or possessions. 

Some 50 common carriers by water are subject to the regulatory provisions 
Specified above and have on file approximately 100 effective tariffs. An average 
of 40 tariffs changes are received each month. This may be on the low side as 
by actual count 189 changes were received in January 1955. Domestic offshore 
tariff filings are examined first, to see that the necessary statutory notice has 
been given, thereafter to judge whether the proposed change will result in a rea- 
sonable rate and a rate which will not be contrary to any applicable provisions 
of the shipping laws. 

In general, domestic offshore carriers are forbidden to engage in the practices 
Which are forbidden to earriers engaged in the foreign trade. These have been 
briefly set forth above under the heading “Forbidden Practices.” Where varia- 
lion exists the domestic offshore carrier is made subject to a much more 
Stringent regulation as for example by section 18 of the Shipping Act of 1916, 
such a carrier is required to establish just and reasonable regulations and prac- 
tices relating not only to his receipt and delivery of goods but also to the trans- 
portation of the goods and to the form and substance of tickets, receipts, and 
bills of lading. The Shipping Act of 1916 also provides that should a domestie 
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offshore carrier by water reduce its rates below a fair and remunerative basis to 
eliminate or damage a competing carrier by water, it may not thereafter increase 
its rates unless the Board finds that the proposed increase rests upon changed 
conditions other than the elimination of competition. 


TERMINAL OPERATOR 


Any person carrying on the business of furnishing warfage, dock, warehouse, 
or other terminal facilities in connection with a common carrier by water is 
an “other person” subject to the Shipping Act of 1916, a person other than a 
common carrier by water. As such a terminal operator he is subject to limited 
regulation under the Shipping Act of 1916. This requires every subject terminal 
operator to establish just and reasonable regulations and practices in connec- 
tion with the receiving, handling, storing, and delivering of property. 

This regulation does not extend to the actual charges assessed for use of 
the terninal or its services and there is no requirement for advance filing of 
these charges and, of course, no provision for suspension. Nevertheless all 
known terminal operators in the United States file their schedules of charges 
and practices with the Federal Maritime Board and generally voluntarily 
follow a policy of giving 30 days’ advance notice of changes and constitutes an un- 
reasonable practice, unless good cause exists for a shorter notice period (Prac- 
tices, ete., of San Francisco Bay Area Terminals, 2 USMC 588). ‘The giving of 
undue or unreasonable preference or advantage is forbidden. 

There are roughly 360 terminal operators in the United States which are sub- 
ject to the Board’s regulation. These have on file some 375 terminals tariffs with 
about 150 tariff changes filed per month. These tariffs are examined to de- 
termine the fairness of their provisions for the granting of free time while 
cargo is awaiting loading or delivery, the assessment of wharf demurrage, 
wharfage, dockage, handling, and other terminal churges and practices. 

A number of terminals are in agreement with each ovher to establish uni- 
form charges and practices. These agreements are usualiy limited to a par- 
ticular port area, as for example, the San Francisco Buy area. Such agree- 
ments are permitted under section 15 of the Shipping Act of i916. Some 23 
terminal agreements are now in existence. A possible new deveiopment as to 
this has resulted from the ban on public loaders at the port of New York. The 
New York terminals are now often called upon to do the truck loading formerly 
done by these public loaders. An agreement has recenily been filed providing 
for uniform charges and practices as to this by a large number of New York 
pier operators. This is now being studied by the Buurd’s regulatory staff. 

A terminal is in effect the middleman or point of physical contact between 
carrier and cargo. Since it serves two separate interests, great care must be 
taken that terminal charges are assessed ugainst the proper party. One of 
the primary accomplishments of tariff examination has been to see that the 
tariff specifies who is to pay what charges and under what circumstances. 
For example, wharf demurrage is assessed when cargo remains on the pier be- 
yond a specified period of time. Normally the owner of the cargo is respon- 
sible for this and the charge is made against him. However, it sometimes hap- 
pens that cargo is on the pier beyond the allotted free time period because the 
carrier fails to make its scheduled date. Under such circumstances the Board 
insists that the demurrage charges be made against the ship and not against 
the cargo. To apply a charge against a shipper when it should be assessed 
against the ship, is considered to be an unfair practice within the meaning 
of the second paragraph of section 17 of the Shipping Act of 1916. 

The Board’s regulatory staff endeavors to work out through informal advice 
and negotiation the settlement of disputes as to terminal charges insofar as 
possible. Some disputes include arguments as to whether free time had properly 
expire! or should have been extended, whether first, second, or other period 
demurrage charges are properly assessable and questions involving the interpre- 
tation of terminal tariff provisions. While every effort is made to adjust such 
matters through informal discussion, thus avoiding the time and expense of 
a formal hearing, in some instances a formal hearing is the oniy means by 
which the matter can be settled. Formal hearings are conducted by the Hear- 
ing Examiner’s Office which follows a standard procedure established by law. 
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FREIGHT FORWARDERS 


A person carrying on the business of forwarding in connection with a com- 
ion carrier by water, a freight forwarder, is an “other person subject to the 
Shipping Act, 1916. A freight forwarder within the meaning of that act is 
any person engaged in the business of dispatching shipments on behalf of some- 
one else by oceangoing vessels in commerce from the United States and of 
handling the formaiities incident to such shipments. A freight forwarder is 
subject to limited regulation under the Shipping Act of 1916 which embraces 
control over his practices but not over the measure of the charges he makes 
for his services. Like common carriers and terminal operators he is forbidden 
to give any undue or unreasonable preference or advantage to anyone with 
whom he does business and is required to observe just and reasonable regula- 
tions and practices. 

After the outbreak of war in 1939 it became difficult for merchants to find 
space for their shipments. In the early stages shippers increased their calls 
upon freight forwarders to obtain space for their shipments and to handle 
other details. Various informal compiaints were received by the Board’s prede- 
cessor (the Maritime Commission) indicating that some forwarders were follow- 
ing doubtful practices. 

The Commission thereupon undertook an investigation on its own motion, 
August 1942. The forwarders hotly contested the Commission’s jurisdiction 
and secured a restraining order from the Court and it was not until the United 
States Supreme Court rendered its decision in 1946 (United States v. American 
Union Transport, 327 U. S. 487) that the investigation could be resumed. 

The investigation disclosed that in many instances no one could tell what 
person was actually performing forwarding services and who was not. More- 
over, some irregularities were disclosed. As an initial step to correct these 
abuses the Commission issued its General Order T2 requiring the registration 
of all freight forwarders and directing that such forwarders should follow 
proper billing practices which would enumerate the amounts for each service or 
charge as ocean freight, consular invoice, insurance, 
others. 

General Order 72 became effective June 1, 1950, and 
1,800 certificates of registration have been issued. Over 1,400 of these are still 
in effect. A periodic check is made of each registered forwarder to ascertain 
what his billing practices are; also to the autenticity of his registration. 

Leads are followed and steps taken to prevent the collection of brokerage 
by a forwarder who has a beneficial interest in the shipment, for the payment 
of brokerage under such circumstances would constitute a return of a portion 
of the freight money. In other words, it would represent a device by which 
one shipper would obtain an unfair advantage over another. 

Four and a half years experience under General Order 72 has given the 
Roard much more information as to forwarders and their practices than it 
had before. There is question as to the propriety and lawfulness of some of 
these practices and the Board is therefore conducting an investigation with 
a view to applying corrective measures if needed. This investigation will go 
into such matters as unapproved agreements and understandings between for- 
warders, re.ationship, if any of forwarding fees to brokerage paid by carriers, 
und special fees for volume and repeat shippers. 


terminal services, and 


since that date over 


MISBILLING 


From time to time shippers endeavor to get a rate advantage by falsely de- 
scribing the goods or by reporting an incorrect rate or through some other unfair 


device. When this happens the honest shipper suffers a competitive disadvantage 


Which may even drive him out of a particular market. The carrier suffers an 
unwarranted loss of revenue unless, of course, the misbilling is done with his 
connivance to get a particular block of business. Section 16 of the Shipping Act, 
1916, makes it unlawful for either a shipper or a carrier to engage in such 
practices. 

Misbilling is not too easy to uncover. Valuable assistance in the enforcement 
of this law has been received from the staff of the Department of Commerce 
handling export permits and from the collectors of custom at certain of our por‘s, 
Mr. Frank Laughlin, the assistant collector of customs at New York has been out- 
standing in this respect. Leads furnished by these agencies and by others are 
investigated by the Board and when the investigation reveals probable guilt, the 
inatter is set down for formal hearing. 
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Upon a finding by the Board of a violation of the act, the case is referred to the 
Department of Justice for collection of the fine prescribed by law. 

Such prosecutions punish the guilty and act as a deterrent to those who are 
tempted to misbill. Obviously they do not reach all of the infractions. Many 
steamship conferences are endeavoring to catch these misbilling practices right 
at the start through the establishment of inspection and weighing bureaus which 
without advance warning to carriers or shippers make sample checks of the con- 
tents of packages and test weights and measurements right at the dock. This 
office has encouraged and suggested the establishment of such bureaus which 
represent a practical means of law enforcement by industry action. 


SPECIAL RULES AND REGULATIONS AFFECTING SHIPPING 


By section 19 of the Merchant Marine Act 1920 the Board is authorized to 
make rules and regulations affecting shipping in the foreign trade, not in conflict 
with law, in order to meet or adjust conditions unfavorable to shipping which 
result from foreign laws, rules or regulations or from competitive practices of 
foreign-flag carriers. 

To devise rules and regulations which will correct such conditions and yet will 
not be contrary to law, obviously presents difficulties some of which are impossible 
to overcome. Nevertheless this provision has been invoked. Some years ago it 
was found that foreign-flag carriers in our foreign trade were secretly cutting the 
established rates of United States-flag lines, usually on a fixed percentage basis. 
This method of competition was condemned by the Board’s predecessor. No 
lawful Means was found to end this rate cutting but the secrecy as to such rate 
cutting was ended by the issuance of rules and regulations calling for the public 
filing of export rates of all common carriers by water in the foreign trade. 

The public filing in itself caused a number of carriers to improve their practices. 
However, in recent years an apparent weakness on the part of steamship con- 
ferences to protect themselves has led to a widespread resumption of rate cutting 
although not on a secret or unknown basis. Two cases are now before the Board 
under which consideration must be given to the question of whether rules and 
regulations under section 19 should be issued and, if so, what rules. If as a result 
of these two cases any rules are devised which will curb rate cutting, a number of 
cases involving other trade routes will inevitably follow. 

The Carman. There is nothing controversial that might need 
the attention of the committee in the way of legislation included in 
this statement, is there / 

Mr. Morse. The only area which is controversial is the dual rate 
contract system which is used by many of the conferences, whether 
legislation will be required on that feature if desired. 

Mr. Miturr. Is that used between American points / 

Mr. Morse. No; that is used in the offshore trade. 

Mr. Mitier. That is used between American and foreign ? 

Mr. Morse. Yes, sir; it is an exclusive patronage contract system 
whereby the conference lines attempt to tie up shippers to use exclu- 
sively the conference lines, and as a consideration to the shipper they 
assure them of frequency of service, stability of rates, and reasonable 
assurance that space will be available to meet their needs. That is 
a matter which is being tested not only before the Board, but also in 
the courts. So I think it is premature to say whether legislation is 
desirable. 

The Carman. Mr. Casey ? 

Mr. Casry. These regulatory functions are primarily governed by 
the 1916 act? 

Mr. Morse. Almost entirely in the offshore trade. We have limited 
functions in the domestic trades. We have no functions in the coast- 
wise or Intercoastal operation. That is now vested in the ICC. And 
I think my personal views are that it would be more desirable to have 
those functions vested in this agency. 
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Mr. Minter. What was the statement ? 

Mr. Morse. I think it would be more desirable to have those activ- 
ities vested in the Federal Maritime Board than in the Interstate 
Commerce Commission. 

Mr. Mitier. I think it would be very interesting, Mr. Chairman, 
for some of us who are not too familiar with this to have that point 
exp: anded a little bit. 

The Cuairman. They were once vested in the Maritime Adminis- 
tration and it was changed by legislation to the Interstate Commerce 
Commission ? 

Mr. Miuzer. Yes, sir; in 1940, 

The Cuarrman. In 1940? 

Mr. Mituer. Yes, sir. 

The Cuarrman. Which just about wrecked the coastal shipping? 

Mr. Morse. Yes, it virtually eliminated coastwise shipping and 
minimized the intercoastal shipping. 

The Crarrman. I remember that my prediction at that time was 
that that would be the death knell of coastal and intercoastal shipping. 

Gro ahead, Mr. Miller. 

Mr. Mitier. I have heard great charges made that labor was re- 
sponsible for wrecking coastal shipping on the Pacific coast, but I 
have often thought there were other media of transportation that did 
a much more effective job against coastal shipping on the Pacific 
coast. 

The CuarrMan. It is not confined to the Pacific coast. It is also 
on the Atlantic coast. 

Mr. Mituer. I would like you to expand on where these rates should 
be fixed. I think that that is one place where we could serve the 
merchant marine under those terms we discussed a moment ago. 

Mr. Morse. I am only discussing my personal views. I think the 
Board woul 1 give more consider ae to the problems of the operators 
coastal and intercoastal, than they have received from the LCC. 

Mr. Miuier. Rates on air carriers do not rest with the ICC. 

Mr. Morse. No, that is resting with the Civil Aeronautics Board. 

Mr. Miniter. Which is a board sympathetic to and understanding of 
air problems and the operation of air transportation ? 

Mr. Morse. That is correct. 

Mr. Mititer, Am I correct in assuming that in the ICC the same 
people who are going to establish the rate by water to the Pacific coast 
also establish the rate by truck and rail to the Pacific coast or between 
any two points ? 

Mr. Morse. I am not sure of the interworkings there in the ICC, but 
I believe that is a correct statement. 

Mr. Casry. I have heard it said that the coastal and intercoastal 
operators are the orphans in the ICC and that the section having to do 
with them is confined to only a few employees whereas the railroads 
and truck carriers are the main business of the ICC. Have you heard 
the same statement ? 

Mr. Morse. [ have heard that same statement, Mr. Casey. 

Mr. Casry. I was coming to the same proposition by asking this. 
The eas has referred to whether or not Maritime is making a 
review of the provisions of the 1946 act with an idea of making recom- 
mendations to the Congress. I was going to expand that and ask 
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whether or not the provision of the 1916 act and whatever is left of 
the 1920 and 1928 acts is also included in your review of the legislation 
that is under the guidance of Maritime activities? 

Mr. Morse. It is under review. It is not one of these half dozen 
that are almost ready for reference to the Department of Commerce. 
It isa matter which we are considering. 

Mr. Casey. I think that in view of the interest of some of the mem- 
bers, it might be advisable to take under consideration at least whether 
some recommendations should be included insofar as legislative 
changes that might be designed to improve the status and operations 
of the coastwise and intercoastal operators, particularly in view of the 
fact that recently you people held a conference down there to which 
you invited all the coastal and intercoastal operators with the very 
idea of trying to do something to help them to further their interests. 

Mr. Morse. We did hold such a conference, both for the dr y cargo 
and tanker people, for the purpose of trying to develop a program to 
improve their position. 

Mr. Casey. This is not devoted to your regulatory functions here, 
but have you recognized the need since you became General Counsel 
there for a complete codification of the laws applicable to the mer- 
chant marine into 1 statute; in other words. bringing the 1916, 1920, 
1928, and 1936 act, and whatever is left of the 1946 act into 1 statute 
and bringing it up to date? 

Mr. Morse. I think it would be very desirable. 

Mr. Casey. There af some provisions of those acts that are obsolete 
and still remain in the books? 

Mr. Morse. There are some, too, that are obsolete and conflicting. 

Mr. Casry. In fact some of the provisions in the 1936 act referring 
to tonnage and speed of ships are long since obsolete and should be 
brought up to date? 

Mr. Morse. Yes, sir. 

The CHatrman. Are there any questions by members of the com- 
mittee ? 

I do not want to be too persistent about this transfer of ships, but 
I had one more question. 

Mr. Byrne. Mr. Chairman? 

The Cuarrman. Mr. Byrne. 

Mr. Byrne. Will that transfer of ships cause a shortage of Amer- 
ican-flag ships carrying grain ? 

Mr. Morse. I believe there will be somewhere in the neighborhood 
of 175 American-owned Liberty ships still in private operation. To 
my recollection there were about 235 before the transfer program 
started. Of course, there are a very large number in the laid-up fleet. 

Mr. Byrne. What is the availability of those ships ? 

The Cuamman. The laid-up fleet is not in private hands? 

Mr. Morse. No. 

Mr. byrne. Are those ships available ? 

Mr. Morse. The ones in the laid-up fleet, no; they are frozen. They 
are available only for national-defense purposes. 

The Cua'rman. Now, was the figure you gave active operating 


tramp vessels under American-flag owned by ‘private operators ¢ 
Mr. Morse. The figure that I gave? 
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The Cuarrman. The figures which you gave. 

Mr. Morse. Yes, sir. 

Mr. Casey. I have heard it said, Mr. Morse, that there are only 70 
left. 

Mr. Morss. Now, Mr. Bonner, you are referring to tramp vessels. 
I did not limit my statement to tramps. I said dry-cargo Liberty’s. 
Some are used in what we call the berth trades. 

The CHarrman. Let us get this straight as between your under- 
standing and counsel’s understanding. 

Mr. Casey. You changed the question by putting in the word 
“tramps” and he has been speaking about dry-cargo Liberty ships. 
Were any of the dry-cargo ships involved in this transfer if they were 
being operated by berth line? 

Mr. Morse. There were about a half dozen of the berth dry-cargo 
ships which were transferred foreign. 

Mr. Casey. In addition to the tramp ships? 

Mr. Morse. Included in the 69 transferred. It ismy understanding 
that there were approximately 125 or 130 dry-cargo Liberty’s classified 
as tramps and roughly 100 that were used in the berth trade. 

The Cuamman. The berth trade did not make application, did they ? 

Mr. Morse. With 1 or 2 exceptions. 

The CHarmman. What were they ? 

Mr. Morse. States Marine Line applied for transfer of 4 or 5 Lib- 
erty’s. They didn’t condition it on the purchase of other vessels. 

The Cuairman. The committee has received protests from time to 
time from labor with respect to this transfer. 

Mr. Morse. Yes, sir. 

The CuarrMan. I have intimated to labor that they would have an 
opportunity to present their side of this question. 

Now, during the consideration when you made your determination, 
were there any representations presented to you from labor ? 

Mr. Morse. Mr. Rothschild received protests from some of these 
seafaring unions against any transfers to foreign flag. 

The Cuarrman. Was that included in the minutes of the Board 
when the decision was made? 

Mr. Morse. Well, the decision was made by the Administrator, 
rather than by the Board, Mr. Bonner. 

The Cuarrman. Well, then, was labor’s position verbal or in writ- 
ten form ? 

Mr. Morse. In writing, letters, and telegrams. 

The CuarrMan. From individuals or organizations ? 

Mr. Morse. It would be the unions primarily. I don’t recall that 
any individuals wrote in. 

The CuHarrman. What weight was given to their protests ? 

Mr. Morse. Serious consideration was given to them, Mr. Bonner. 
Actually those vessels were laid up and had been laid up for months, 
most of them, so that it wasn’t a matter of putting an American out 
of a job by permitting a transfer. 

The CuarrMan. All the vessels that you transferred were inactive? 

Mr. Morse. In large part they were. 

The Cuarrman. What percent was inactive? 
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Mr. Morse. I think Mr. McGuire can give you that information. 

The Cuarrman. He is going to testify ? 

Mr. Morse. Yes, sir. 

The Cuairman. Are there any further questions ? 

Mr. Totierson. I have one further question concerning the ques- 
tion that was asked with respect to the number of privately owned 
American vessels. There are more than 205 American-flag vessels in 
operation ¢ 

Mr. Morse. I was referring to the dry-cargo vessels. 

Mr. Totierson. There are about 1,200 American-flag privately 
owned vessels in operation, are there not ? 

Mr. Morse. Yes, sir. 

The CuarrmMan. Are there any further questions? It is now past 
noon. 

Mr. Morse. Mr. Bonner, I also have a written statement from Mr. 
Basham who was conducting a hearing before the Board and was un- 
able tocome. It is a short statement. 

The CnarrMan. With what does that deal? 

Mr. Morse. With the hearing examiner’s office. 

The Cuarrman. Are there any recommendations in that or will 
there be any recommendations as the result of it from your office with 
respect to legislation ? 

Mr. Morse. Not for the activities of the hearing examiner’s office. 
Their activities are very largely controlled by the Administrative Pro- 
cedures Act and by the Rules of Practice of the Federal Maritime 
Board. 


The CrarrMan. We will include that in the record at this point. 
(Statement referred to is as follows:) 


FEDERAL MARITIME BoArRD, HEARING EXAMINERS’ OFFICE 


Pursuant to the authority of, and as required by, the various shipping acts and 
the Administrative Procedure Act, the Hearing Examiners’ Office holds hearings 
and makes recommendations on cases which arise generally from (a) formal 
complaints by carriers, shippers, or port interests alleging unreasonable, discrim- 
inatory, or other unlawful shipping practices, (0) applications for operating- 
differential subsidies on which determinations must be made as to whether exist- 
ing services on specific trade routes are inadequate and whether additional sub- 
sidies would be unduly prejudicial against lines already operating on these trade 
routes, (c) cases involving changes in subsidy rates, (d) revision or establish- 
ment of standards for minimum wages, manning scales, and reasonable working 
conditions on vesse!s in the subsidized fleet, (e) applications for bare-boat charter 
of Government-owned vessels under Public Law 591, 81st Congress, as amended 
1954, (f) cases involving contract rates arising from General Order 76, and (qg) 
hearings as ordered by the Maritime Administrator or Board on matters of a 
miscellaneous nature. 

The examiners hold all hearings except a few heard by the Board/Administra- 
tor for expediency. Their duties and decisions are completely removed from the 
influence of the Board and the Administrator. A copy of the Board’s Rules of 
Practice and Procedure, which govern hearings, is attached as exhibit A. Under 
the Administrative Procedure Act and the Board’s rules, the examiner can issue 
either a recommended or an initial decision. The parties may except to the 
decision within 15 days, in which case it is reviewed by the Board or Adminis- 
trator. If no exceptions are filed or the Board or Administrator does not notify 
the parties that a review will be made of an initial decision, it becomes the deci- 
sion of the Board or Administrator. The decisions of the Board and Administra- 
tor, as well as initial decisions of the examiners which have not been excepted to 
or reviewed by the Board or Administrator, are printed in the same manner as 
court dee isions. The work of the examiners for the fiscal year 1954 appears at 
pages 32-37 of the annual report of the Board/Administrator, copy of which is 
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attached as exhibit B. A cross section of proceedings now pending before the 
examiners is indicated by the following examples : 

1. Nos. 725 and 751, Secretary of Agriculture v. North Atlantic Continental 
Freight Conference, and Statement of North Atlantic Continental Freight Con- 
ference. These involve the lawfulness of the contract rate system, which gives 
lower freight rates to shippers who agree to route all their shipments for a given 
period by conference lines only. Rate cutting and competition between United 
States-flag lines, foreign-flag lines, and lines outside the conference are at issue 
and the results seriously affect importers and exporters of the United States as 
well as the American merchant marine. One contract rate case already has re- 
sulted in a 44 decision by the Supreme Court. 

2. No. 744, Terminal Rates, Pacific Northwest Ports, which is a proceeding 
of inquiry for the purpose of obtaining information as to the proper bases for the 
segregation of the services, and the costs thereof, by terminals rendered to cargo 
and to water carriers. This necessitates the analysis of many cost factors, values, 
etc., of waterside property and services. 

3. Nos. 747 and 749, Increased Rates, 1954, of Alaska Steamship Co. and Coast- 
wise Line. This is a general investigation into the rate structures of the two lines 
in their operations between the Pacific Northwest and Alaska, and will demand 
an appraisal of much financial and traffic data. 

4. No. 759, Anglo Canadian Shipping Co., Ltd. v. Mitsui Steamship Co., Ltd. 
The complaint alleges that the practice of respondent, a Japanese line not a mem- 
ber of the particular conference, is detrimental to the commerce of the United 
States, and the Board is requested to issue rules and regulations which will pre- 
vent the practice complained of. A possible rate war is inherent in the situation. 

5. No. 765, Investigation of the Practices, Operations, and Agreements of Ocean 
Freight Forwarders. The Board is investigating the overall practices of freight 
forwarders, approximately 1,500 forwarders having been made respondents in 
the proceeding. 

6. No. 767, Agreement and Practices Pertaining to Brokerage of Pacific Coast 
European Conference. The Board has issued a show-cause order to determine 
whether a provision in the conference agreement relating to the payment of 
brokerage is contrary to certain sections of the Shipping Act, 1916. 

7. No. 768, Alleged Practices of Fabre Line and of the Gulf Mediterranean 
Ports Conference. Determination must be made as to whether the particular car- 
rier has violated the conference agreement and whether the conference is justi- 
fied in expelling the line from the conference. 

8. No. S-27, Investigation of Pooling Agreements. These involve the question 
of whether agreements between certain subsidized United States-flag lines and 
foreign lines concerning sailings and the pooling of revenues create relationships 
which eliminate or tend to eliminate or diminish the extent of competition among 
the signatories. 

9. No. S-35, Application of South Atlantic Steamship Co. for Waiver Under 
Section 804 of the Merchant Marine Act, 1936. In conjunction with its application 
for an operating-differential subsidy, South Atlantic requests the Administrator 
to waive those prohibitions of section 804 of the 1936 act relating to a subsidized 
line acting as agent for a competitive foreign-flag vessel. 

10. No. S-50, Application of Pacific Far East Line to Act as Agent for Coast- 
wise Line and To Charter Vessels to Coastwise Line. This involves section 805 
(a) of the 1936 act, which prohibits the payment of subsidy to a line where its 
subsidiary or affiliate operates in the domestic trade; the prohibition can be 
waived, however, if the situation does not result in unfair competition to a con- 
cern operating exclusively in the domestic trade or will be prejudicial to the ob- 
jects and policy of the act. 

11. S-51, Application of American President Lines, Ltd., To Call at All North 
Atlantic Ports North of Cape Hatteras in Its Round-the-World Service. It must 
be determined under section 605 (c) of the 1936 act whether such calls, which 
would be in addition to the present ports of New York and Boston, would be 
necessary to insure adequate United States-flag service, or would be unduly 
advantageous or prejudicial as between citizens of the United States. 

12. No. M-62, Application of Hawaiian Steamship Co. To Bareboat Charter 
the Government-owned LaGuardia for Operation Between California and Hawaii. 
This is the first case coming under the 1954 amendment to Public Law 591, 81st 
Congress, for the chartering of Government-owned vessels. 
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The Cuarrman. I will ask that the statements that you have read be 
supplied to the committee in the number of 30 copies each so that the 
members may have sent to them a copy. 

Is there further testimony ? 

Mr. Morse. None from me, sir. 

The Cuairman. Then the next question is sales under the 1946 act. 

Before we go into that, who did you say was going to testify in fur- 
ther reference to this transfer of vessels? 

Mr. Morse. Mr. McGuire. 

The CuHatirman. Is he here today? 

Mr. Forp. No, sir, he is coming later in the week, sir. 

The Cuarrman. I thought he might be here and, to have continuity 
in the transcript, we might take him on at this time. 

I will ask that Mr. McGuire’s testimony be inserted at this point 
and then the succeeding testimony. 

Mr. Forp. Mr. Chairman, we have the Chief of the Office of Prop- 
erty and Supply who is going to make a presentation of his activities, 
and I would say that that would take about an hour of your time. I 
wonder if you want to go on now or to bring him back later. 

Mr. Casey. Is he the next witness in line? 

Mr. Forp. Yes, his activities involve the ship sales, the property and 
supply installations throughout the country and the shipyards and so 
forth. 

Mr. Casey. How much of this schedule is he to testify on? 

Mr. Forp. None; he will testify on the rest of the schedule for the 
day. 

The Cuarrman. The committee will adjourn until to morrow morn- 
ing at 10 o’clock. 

(Whereupon, the committee adjourned at 12:10 p. m., to reconvene 
at 10 a. m., Wednesday, February 16, 1955, on another subject, with 
these hearings to be continued immediately thereafter.) 
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STUDY OF THE OPERATIONS OF THE MARITIME ADMIN- 
ISTRATION AND THE FEDERAL MARITIME BOARD 


THURSDAY, FEBRUARY 17, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 

Washington, dD. e. 

The committee met at 10:20 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 
The Cuatrman. The Chair will proceed with the hearings on the 
Maritime Administration, and hear Mr. Hochfeld. 


STATEMENT OF HYMEN M. HOCHFELD, OFFICE OF GOVERNMENT 
AID, FEDERAL MARITIME BOARD 


Mr. Casey. Would you identify yourself for the record, sir? 
Mr. Hocuretp. My name is Hymen M. Hochfeld. I am Chief, 
Office of Government Aid for the Federal Maritime Board, Maritime 
Administration. 
Mr. Casry. Do you have anyone with you, Mr. Hochfeld, whom you 
would want to have sit with you at the table ? 
Mr. Hocuretp. I have several of my staff with me. I think it 
would be perfectly all right if they remain where they are, provided 
I can feel free to call upon them when they can assist me in the 
testimony. 
Mr. Casey. Do you have a prepared statement, Mr. Hochfeld ? 
Mr. Hocuretp. No, sir. 
Mr. Casey. Would you proceed to describe your organization down 
there ? 
Mr. Hocurextp. As Chief, Office of Government Aid, I have three 
divisions reporting to me and a branch directly assigned to my office. 
_ The three divisions consist of (1) the Division of Contracts which 
is charged with the responsibility of reviewing and processing appli- 
cations and recommendations on such applications for Government aid 
to the Federal Maritime Board, Maritime Administration. 
That division is further responsible for the administration of oper- 
ating subsidy agreements and also for the administrative review of 
operating subsidy vouchers submitted by the subsidized lines. 
The Division of Operating Costs is charged with the responsibility 
of preparing and calculating operating differential subsidy rates. 
The Division of Trade Routes is responsible for making reviews of 
essential trade routes calculating the extent of foreign competition, 
such figures being used in the calculation of operating differential 
subsidy rates; for reviewing the sailing schedules submitted by subsi- 
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dized lines to ascertain compliance under their contracts; and for fur- 
nishin ig their expert advice with respect to all applications received 
for aid as to the need, for instance, of subsidizing additional vessels 
or as to the acceptability of the speed, passenger capacity, cargo ca- 
pacity of ships to be built for oper: ation in the services. 

The Division of Trade Routes is also responsible for conducting 
studies in connection with domestic fleet operations and, further, to 
assist in the administration of subsidy agreements, particularly in the 
field where the companies wish to deviate by special permission out of 
their services, when they wish to charter ships into this service or out 
of their services, and other administrative aspects in connection with 
the subsidy agreements. 

The branch which is directly assigned to my supervision, that is, 
directly assigned and part of my immediate office, name ‘ly, the Review 
Branch, has a fourfold responsibility. 

First, it is responsible for maintaining in current and proper form 
our manual for developing operating subsidy rates. 

It is also charged with the responsibility of making an independent 
review of all operating subsidy rates recommended by the Division of 
Operating Costs. 

It is further responsible for rendering opinions as to the subsidizable 
nature of items. In the event the Comptroller’s Office finds an item of 
costs which may or may not be subsidizable from an operating point 
of view, it obtains opinion in that regard. 

It is also responsible for overseeing and coordinating the work of 
the district officers in ascertaining the efficienc y and economy of sub- 
sidized operations. 

Quite briefly that is the scope of my office. 

Mr. Casry. Do you have an itemization showing how many people 
there are on each of these various committees ? 

Mr. Hocurexp. Yes, in my total organization there are 68 people 
with an annual salary of $453,000. 

My office, which includes the branch to which I made reference, con- 
sists of 6 people at an annual salary of $46,000. 

The Division of Contracts consists of 17 people with an annual 
salary of $122,000. 

The Division of Operating Costs consists of 25 people, with an an- 
nual salary of $151,000. 

And the Division of Trade Routes consists of 20 people with an 
annual salary of $133,000. 

Mr. Casey. I understand you to say that the functions of deter- 
mining the economy and efficiency of the operations of these lines is 
vested directly in this review branch that is under your immediate 
supervision ? 

Mr. Hocurerp. The responsibility for coordinating the work of the 
operations subsidy examiners which are assigned to the district offices. 
We channel to them the areas in which we desire investigations and 
hey channel all of their reports and recommendations through this 
office. 

Mr. Casey. In other words, there are spread through the country 
in your various regional offices, certain individuals charged with the 
direct job of making studies of these lines and ascertaining how effi- 
ciently and economically they are operating ? 

Mr. Hocuretp. That is right, sir. 











Le 


ae 
1 


[- 


e 


MIE OR 


MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 147 


Mr. Cassy. They report directly to the Review Branch ? 

Mr. Hocnreitp. They report administratively to the cost director 
himself, but they receive their technical supervision from my office. 

Mr. Casey. Let us go back and start with the statute itself. Basi- 
cally, your organization which, as I understand, is called the Office of 
Government Aid 

Mr. Hocurerp. That is right. 

Mr. Casey. Has the administration of certain provisions of the 
Merchant Marine Act of 1936; is that right ? 

Mr. Hocuretp, That is right, sir; basically. 

Mr. Casry. Titles V and VI? 

Mr. Hocurexp. Titles V and VI, certain aspects of title VII, certain 
pects of title [X as well as title IT. 

Mr. Casey. Title V is the construction differential subsidy title ? 
Mr. Hocurexp. The construction differential subsidy title is also a 
title which deals with granting aid without construction subsidy, and 
also the title which sets up the construction reserve fund for non- 
subsidized operations. 

Mr. Casry. Title VI is operating differential subsidy provisions ? 

Mr. Hocurep. Yes, sir. 

Mr. Casey. Just exactly what is the construction differential subsidy 
and what part do you people play in the administration of it? 

Mr. Hocuretp. The application is received and processed through 
my office. We are essentially responsible for all aspects of the dealings 
with the construction differential subsidy problem, except for one, the 
actual calculation of the construction differential. 

That is done by the Office of Ship Construction. They further 
calculate the national defense feature allowance if such is granted in 
such applications. 

Mr. Casey. Before we get to that, you say you process an application. 
From whom will the application come? What do you look for? 
What is the process involved ¢ 

Mr. Hocuretp. The application comes from, of course, a shipping 
company. They propose that ship X be eligible for a construction 
subsidy. My office will then, working with the Office of Ship Construe- 
tion, the Office of Operations, my Division of Trade Routes and the 
Office of the Comptroller, make the necessary statutory finding recom- 
mendations to the board. 

For instance, ship construction will comment as to the engineering 
acceptability of the vessel. 

The Office of Comptroller will comment as to the financial qualifica- 
tions of the applicant to build and operate the ship in question. 

The Division of Trade Routes will comment upon the speed, pas- 
senger capacity, the cargo capacity, and the adaptability of the vessels 
to the needs of the services. 

The Division of Operations, which is not under my supervision, will 
comment as to the physical operational aspects of the ship. 

They will submit their comments to my office. If there appear to be 
differences of opinion, either at staff level or between staff and the 
applicant, we attempt to coordinate those differences of opinion. 

Assuming those differences of opinion have been coordinated and 
reconciled, we then prepare a recommendation to the Federal Mari- 
time Board in which we establish what we call the commercial ship. 
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This ship is the ship that will be built provided the Navy Department 
does not require any additional national-defense features. » 

The Board approves the commercial ship. The characteristics of 
that ship then go to the Department of Defense, or Navy, more spe- 
cifically, where they determine whether or not, or recommend to the 
Board, whether or not any national-defense feature should be incor- 
porated in the vessel. 

Before we further go to the Board, we then try to make a deter- 
mination in cooperation with the Division of Operations, and with the 
Office of Ship Construction, as to whether or not any of these national- 
defense features might have commercial utilization. If they do, we 
attempt to work out a formula for absorption of such certain parts of 
the national-defense features with the company. 

Assuming there are no commercial aspects to the national-defense 
features, we then prepare a recommendation to the Board indicating 
the national-defense feature requirements and, upon approval by the 
Board of those features, the ship is then ready to be invited for bid. 

Mr. Casey. Now, what is the form of the aid that you give for 
construction of the vessel ? 

Mr. Hocurerp. The aid takes this form: The Office of Ship Con- 
struction determines what the commercial ship would have cost built 
ina representative foreign shipyard. 

Assuming that the domestic cost of that ship is $5 million, and 
assuming that Ship Construction in its recommendation to the Board, 
and the Board so approves, finds that the same ship, with no na- 
tional-defense features would have cost, foreign, $3 million, then the 
sales price to the company applying for the purchase of the ship is 
fixed at $3 million and the construction subsidy being $2 million rep- 
resents 40 percent of the domestic cost of the ship. 

Mr. Casry. In other words, we sell the ship to the applicant for, 
as precisely as we can figure it, what that ship could have been built 
for in a representative foreign shipbuilding center. 

Mr. Hocnrerp. Yes, sir. 

Mr. Casry. Now, describe the 2 methods by which that construction 
subsidy for the $2 million difference is absorbed by the Government. 

Mr. Hocurecp. The $2 million construction subsidy is fully ab- 
sorbed, of course, by the Government. 

It can be done in various ways. Prior to title XI, the Government 
would pay the total cost of $5 million to the shipyard in progress pay- 
ments. It would be reimbursed by the operator, however, as it was 
making its expenditures to the shipyard to the extent of $3 million, 
so that the net absorption was filled. 

Mr. Casry. In other words, there are two ways essentially, are 
there, by which this subsidy can be absorbed ? 

One is where the Government builds the ship under the contract 
with the shipyard so that the Government pays the full cost of the 
ship and then turns around and sells it to the operator for the foreign- 
construction cost. 

In other words, they absorb that differential there. 

In the other method when you refer to title XI, that merely is the 
title that provides for a private financing so that the operator can get 
his financing from a bank or insurance company ? 

Mr. Hocurexp. That is right, sir. 
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Mr. Casry. In that case, we take money out of the Treasury and 
pay to the shipyard our portion of the cost of the ship which is rep- 
resented by the difference between the foreign and American con- 
struction costs ? 

Mr. Hocu¥erp. Not in title XI. The two different cases are the 
one you mentioned, Mr. Casey; namely, where we built the ship ini- 
tially and then proceeded to sell it to the applicant at the foreign 
cost ; namely, $3 million, in my illustration. 

The other case is where prior to the award of a contract to the 
ieee there was an agreement to sell the ship to the applicant in 
which case we would make simultaneous payments to the yard to the 
extent of $5 million and the operator concurrently with such pay- 
iments would be paying the Government $3 million. 

Mr. Casry. That is really a three-way contract. 

Mr. Hocurenp. It is. 

Mr. Casry. Now, what is your current program so far as construc- 
tion subsidy matters are concerned / 

Mr. Hocureitp. We have presently an application by Grace to build 
two combination ships } in its South American service. 

We also have an application by Moore-McCormack to build two 
ships to replace the good-neighbor fleet. 

We have an applic ation before us by Oceanic to institute a combi- 
nation service from Pacific to Australia. 

We have further an application before us on the part of American 
President Lines for a conversion of four Mariners to remain cargo 
ships, but to be more adapted to the trade. 

We also have an application before us on the part of American 
President Lines for the building of four new combination ships for 
the round-the-world service. 

Mr. Casey. That brings up the fact that there is also provision in 
law for what. we call reconstruction subsidy where it is not the initial 
building of the ship, as in the case of the American President Lines. 

Mr. Hocurexp. Yes, sir. I omitted the American President Lines’ 
application for betterment or reconstruction subsidy on its Cleveland 
and Wilson, which it recently purchased. 7 

Mr. Casey. Have moneys been appropriatd for all of that program, 
or some part of it? 

Mr. Hocuretp. I think money has been appropriatd for the con- 
struction subsidy on the Grace ships, the Moore-McCormack ships, 
and the four Mariners which are being converted by APL. 

Mr. Casey. Have you requested funds for some other part of that? 

Mr. Hocuretp. I believe those funds are being requested in the fiscal 
vear 1956 appropriation. 

Mr. Casey. Do you know how much the request is for? 

Mr. Hocuretp. I can check that. They have requested funds for 
two combination ships, two new combination ships for American 
President Lines. 

I am talking merely about title V funds now. 

They have “also requested funds for the two ships for Oceanic. 
Oceanic, incidentally, is proposing the conversion of Mariners to com- 
bination ships and we have funds requested for that, and we also have 
a request in the fiscal 1956 appropriation for funds for the conversion 
of the Cleveland and Wilson, or, I should say, betterments of the 
Cleveland and Wilson. 








150 MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 


Would you like the amounts ? 

Mr. Casey. Yes. 

Mr. Hocurexp. In connection with the APL combination ships, 
$14 million. 

Regarding the Oceanic combination ships, $11 million, $11,300,000. 

For the conversion or betterment of the Cleveland ‘and W ilson, 
$200,000. 

Mr. Casey. Now, so far as your current program is concerned, that 
is the program that money has already been appropriated for, what is 
the actual status of that so far as getting around to executing the con- 
tracts with the shipyards for the construction of the ships, timewise ¢ 

Mr. Hocurevp. Timewise, it is difficult for me to know in that the 
matter now stands vis-a-vis the company and the Office of Ship Con- 
struction. 

In connection with Grace, I believe the work is going forward in 
connection with the invitations for bid. 

In connection with the Moore-McCormack, similarly situated. 

In connection with the conversion of the Mariners for APL, just this 
week we made appropriate recommendations to the Board in that 
connection. 

In connection with the Oceanic, we have just recommended in the 
last week or two what we would consider to be the commercially desir- 
able ship for that service. 

Mr. Casey. In other words, the Moore-McCormack and Grace Lines 
deals are presently in some office not under your jurisdiction; is that 
correct ¢ 

ae Hocureip. Yes, excepting this. 

Captain Ford, the Deputy Administrator, will probably correct me 
if I am wrong, but I think that contrac ts for the Grace, Moore- 
McCormack, APL conversions, and Oceanic ships, should be executed 
within the next 6 months. 

Mr. Casey. Within the next 6 months? 

Mr. Hocurerp. I would think so, for all of them. 

Mr. Casey. Is there any unusual circumstance delaying these trans- 
actions, or is this the norynal course ? 

Mr. Hocureip. No unusual circumstances, to my knowledge, sir. 
I believe it is the normal course prevailing. 

Mr, Casry. Maybe Captain Ford is better situated down in Mari- 
time to answer this line of inquiry. 

Mr. Forp. With regard to Moore-McCormack plans they have been 
submitted and reviewed on several occasions and Moore-McCormack 
advised as to certain changes that were considered to be desirable in 
the design of the ship, and I believe at the present time that the plans 
are more or less in acceptable shape. 

The Grace plans were only recently submitted within the last few 
weeks, and they are now under review and Grace will shortly be ad- 
vised as to whether or not those plans are considered acceptable. 

Mr. Casey. When do you think the invitations for bid will go out 
on the first of these ships ? 

Mr. Forp. I would say that Moore-McCormack could be the first and 
that they would go out within the next few months, That is only a 
guess. 

Mr. Casey. There has been some concern expressed in connection 
with these transactions that these lines have had these ships under con- 
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sideration now for several years and you are running toward the end 
of this fiscal year without any invitations even having emanated for 
the construction of the ship. 

Mr. Forp. We have expressed that concern and Mr, Rothschild has 
written those particular companies to that effect. 

Mr. Casey. Aren’t the companies anxious to get these ships started ? 

Mr. Forp. I can’t answer for the companies. 

Mr. Casey. Haven’t you been in sufficient touch with these com- 
panies to know whether or not they are anxious to get them started ? 

Mr. Forp. They have been in frequently on plans and we have told 
them that we are interested in getting them started and getting them 
in the yard. 

The Grace plans have been a long time underway and were only 
recently presented to us for our review so it is not possible to make a 
guess as to when they will go out on bids. I don’t think that any delay 
is due to the Maritime Administration. 

Mr. Casey. The delay is a combination of factors, I suppose, some 
within the control of the companies, and to the extent that these 
changes that you have suggested are emanating from your administra- 
tion, ‘there is some responsibility for delay attached to the activities of 
the Maritime Administration. 

Mr. Forp. The only responsibility I would say is in making the plans 
acceptable and Moore-McCormack has, I believe, accepted all of the 
recommendations that have been made by the Maritime Administra- 
tion and to the best of my knowledge, their plans are now about ready 
to go forward. 

Mr. Casey. Does the Maritime Administration recognize the fact 
that in the building of these ships the determination of w hat isa proper 
commercial ship and something that is adequate to serve their service 
is primarily a matter for the business sense of the people that are run- 
ning the company ¢ 

Mr. Forp. I am sure they do. I am sure that that is considered in 
these particular ships. 

In the case of both Moore-McCormack and the Grace Lines, it has 
been recognized that they require a slower speed ship than we would 
like to see them build, but I think they have more or less compromised. 

They felt they needed an 18-knot ship and have been requested to 
build a 20-knot ship. 

I believe that is the ship they are building. 

In all other respect 3 the ship is a commercial ship. 

The only defense fratures are features which enlarge the capacity of 
certain of the auxiliz ries and permit them to oper ate the engineering 
plant at a greater horsepower than commercial standards permit. 

Mr. Casey. Unless contracts are executed for these ships before the 
end of this fiscal year, will it be necessary to request further authority 
from the Congress ? 

Mr. Forp. I will have to check. I don’t believe those funds carry 
over. 

Mr. Casey. You do not believe they carry over ? 

Mr. Forp. I don’t believe they do. The funds for conversion which 
Mr. Hochfeld mentioned were included in the $26 million which was 
appropriated for the tanker trade and building program. They carry 
over for another year. 

On these particular funds, I am not certain. 
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Mr. Casey. Is it a fact that generally there is a 90-day lapse between 
the time you send the invitations out and the time that you open the 
bid? Isthat the period ? 

Mr. Forp. I believe that is correct. 

Mr. Casry. Then there would have to be some expedition down 
there between now and the first of April if there is going to be any 
contract signed this fiseal year ? 

Mr. Forp. I don’t believe it is a question of expedition in the Mari- 
time Administration. 

Mr. Casey. That is all. I have no further questions, Mr. Chair- 
man, on the subject of construction subsidies, but I think in order to 
keep the record straight we ought to stop and ask the members if they 
have any questions. 

The Cuatrman. Mr. Tollefson ? 

Mr. Totierson. Just for the sake of the record, subsidized lines 
can’t obtain their ships foreign, can they ? 

Mr. Hocureip. They cannot, sir. 

Mr. Totierson. If the law prohibits them from doing so? 

Mr. Hocurewp. Yes, sir. 

Mr. Totterson. And the objective of the law was to help maintain 
ship construction facilities in the United States ? 

Mr. Hocurenp. Yes, sir. 

Mr. Totierson. That is all. 

The Cuarrman. Mr. Allen. 

Mr. Atuen. Mr. Hochfeld, the subsidy that is paid on construction 
is in effect not a subsidy to the operator of the ship at all in the sense 
that if he were permitted to buy a ship on the world market his bal- 
ance sheet showing the cost of the ship as he would ordinarily procure 
it, would be just the same as if he gets it in the United States and the 
subsidy for the differential is paid ; is that not true ? 

Mr. Hocureip. Well, if you assume that you would not require a 
subsidized operator to buy a ship in this country in order to be eligible 
for an operating subsidy agreement, your st: atement is true. 

On the other hand if, to qualify for an operating subsidy agree- 
ment, you, in order to make his cost parallel to those of his foreign 
competitor, grant him a construction subsidy, you see it in an entirely 
different light. 

I think it depends entirely upon the philosophy in the act itself. 
It is an aid to operator as well as an aid to the shipyards, I believe. 

Mr. Auten. I have been trying to see where the construction sub- 
sidy for the ship built in the U nited States would be of any aid to an 
operator who was privileged to build a ship anywhere in the world. 

Mr. Hocnrerp. If he is not privileged to build a ship anywhere else 
in the world, sir, let me put it that way. 

Essentially it is an aid to the shipyard provided you assume that 
you would not require the American operator to buy a ship in the 
United States at domestic costs in order to qualify for an operating 
subsidy agreement. 

It is somewhat parallel to the operating subsidy agreement in that 
regard. 

Mr. Aten. How do you choose the country in which the compari- 
son is made with the United States cost ? 

Mr. Hocurexp. Sir, I will have to beg off from that question. That 
function is not within my boundary. 





MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 153 


Mr. ALLEN. Whose function would that be ? 

Mr. Hocurexp. The Office of Ship Construction. 

Mr. Atten. Can you give usa little discussion ¢ 

The Cuarrman. Is the head of the Oflice of Ship Construction here 
at the present time ? 

Mr. Hocuretp. I don’t believe he is. 

The Cuarrman. Mr. McMullen testified on that point. 

Mr. Forp. He did, and I believe he stated that the country chosen 
as the base was the one in which a ship of that size and nature could 
be built and might be built by that particular operating company. 

Mr. ALLEN. I remember some of the testimony he gave. The point 
I was concerned with after he testified was whether an operator who 
is going in on a trade route competing with Japan, for example, would 
have his construction subsidy based on the diflerence between the Jap- 
anese Operator’s costs in Japan and the American operator’s costs in 
the United States or whether Holland or some other place would be 
taken as a comparison. 

Mr. Hocurerp. If you are dealing in the field of operating subsi- 
dies, if he is competing with Japanese-flag ships, you deal with the 
Japanese costs of operations, but the mere fact that he is competing 
with Japanese operations does not, to my knowledge, per se, fix the 
foreign representative yard as that in Japan. 

Mr. Aten. Getting over to the national-defense features, I have 
been confused in the past as to what is a national-defense feature and 
what is not, and how you determine what is a national-defense feature. 

For example, I believe in several ships the condenser or the evap- 
orator capacity, in the S. S. United States, for example, is for 15,000 
persons, whereas it carries 3,000. 

I suppose the evaporators that are used actually are used most of 
the time for commercial use, but could be stepped up in production 
of fresh water. 

How do you determine what is a national-defense feature in that 
case, and what is not? 

Mr. Hocureitp. We would rely upon the expert views of our Office 
of Ship Construction and our Office of Ship Operations, who are 
trained in operations and who are trained in engineering to furnish us 
with their opinion as to whether these features do have in fact com- 
mercial utilization or, as a matter of fact, have no commercial utiliza- 
tion, and are only on the ship by reason of the needs of the Department 
of Defense during a national emergency. 

Mr. Atien. I presume that those articles are used for both com- 
mercial and national-defense use, but in the one case you would use a 
third of the capacity, and in the other case possibly 100 percent of the 
capacity, but it is still one piece of equipment. 

Do you in that case divide the cost and just apportion the cost for 
one piece of equipment ? 

Mr. Hocrrerp. Yes. 

Mr. Auten. How do you determine in a matter such as extra space ? 
I believe that when the /ndependence and Constitution were originally 
planned, that third-class space was added because it was a national- 
defense feature, and not needed in the trade. 

Later a fewer number of ships was constructed and the space was 
used. 
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How do you determine what is national defense and what is not, in 
a case like that, and what happens if the operator after getting an 
allowance determines to use the national-defense feature commer- 
cially ¢ 

Mr. Hocureip. I am not familiar with the happenings and the con- 
siderations that were taking place in connection with the export con- 
struction subsidy. I believe the only contract feature in the export 
case deals with recapture of subsidy in the event of use of speed, but 
not in the event of use of space. 

So as to the thinking process that went on in determining whether 
the third-class passenger space was or was not commercially necessary, 
I believe the Office of Ship Construction personnel could most intelli- 
gently answer that question. 

Mr. Casey. I think I might help the record in that case. 

The third-class passenger space was eventually eliminated as a 
national defense feature and was paid for by the lines and that hap- 
pened after they applied themselves for more third-class passenger 
space than already had been allotted to them as a national-defense 
feature, so that when the whole case was reviewed several years later 
it was determined that it was ridiculous to allow them as a national- 
defense feature some third-class passenger space when they had applied 
for additional third class. 

So it was redetermined that that was reassessed for their own com- 
mercial use. 

Mr. Auuen. I realize that in regard to that particular case, but I 
am curious to know who makes the determinations and what are the 
principles that are laid down before they are made ? 

Mr. Hocurevp. I think it may be helpful for the committee to know 
that in the last year or two we have instituted a somewhat different 
technique in determining what is a commercial ship than that which 
was done by the predecessor commissions, in that we require the oper- 
ator to submit his preliminary plans and specifications of a ship which 
he wants for his service. It is not prepared collectively by Maritime, 
Navy, and the operator. 

In other words, we don’t work a ship out and then decide what part 
of that ship is national-defense features. On the contrary we ask 
the operator to submit what kind of ship he wants in the service and it 
is then assumed that that ship is 100 percent commercial, with no 
national-defense features, 

That ship then goes to the Navy for changes in design and we deal 
with changes in design as to whether they have or have not commercial 
uses. 

Mr. Aven. Suppose in that situation the Navy should say to add 
50 spaces for third-class passengers. Would that be a national-defense 
feature, or not ? 

Mr. Hocurexp. I couldn’t very well hypothecate on that, sir. I 
don’t know what the situation would be. I would have to know what 
their reasons were, and I would also have to know what use could be 
mace by the operator of those spaces. 

I would say if it was developed that there was sufficient trade prog- 
nosticated so that those spaces would be commercially desirable we mav 
go back to the operator and say those additional spaces are required 
to render proper commercial service and therefore should be 100 per- 
cent paid for by the company less construction subsidy. 
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Mr. ALLEN. Suppose on the other hand you determine that there 
was no use for the space. Then what would you do? 

Mr. Hocurerp. Well, I am theorizing at the moment. I suppose we 
would have some recapture clause in the contract in the event they use 
the space. 

Mr. ALLEN. You would protect against the future ? 

Mr. Hocuretp. We do everything necessary to protect the Govern- 
ment in that regard. 

Mr. Forp. Mr. Allen, in the case of the Moore-McCormack plans, 
which were recently submitted, the Department of Defense recom- 
mended some changes only in the engineering plant. 

I think that is the tendency in commercial ships being submitted 
today, to make the changes which would make them suit ‘able for de- 
fense use in the engineering plans only and without regard to passen- 
ger space and carrying capacity. 

Mr. Auten. Thank: you, Mr. Chairman. 

The Cuarrman. Mr. Robeson. 

Mr. Rosrson. I am not quite clear. I understood you to imply that 
Maritime kad not been responsible for the delay in going ahead with 
the building of the ships. 

Now, you say that you require the owner to submit the specifications 
and plans of the ship he desires for his trade. 

You said in these ships, I think, that they had 18-knot ships, but 
you want 20-knot ships. There might be features of design and cer- 
tain costs to the owner in providing that additional speed. 

Mr. Hocure.p. I don’t know that that figure is 18. I know that 
that company did submit a design calling for a ship of less than 20 
knots. We had several meetings with the company’s representatives 
in which we indicated that, based upon their service requirements, it 
was our belief that we would so recommend to the Board a 20-knot 
ship. 

Mr. Roreson. When did you arrive at the 20 knots? Did you know 
that before they submitted 18, or a lower number of knots? 

Mr. Hocurexp. Sir, we were somewhat hopeful that he might have 
come in with a ship of more than 20 knots if he could justify it in the 
service. 

Mr. Roseson. Is that where you determined you wanted the higher 
speed ? 

Mr. Hocurerp. I would say that the Board just shortly prior to 
our review had made the determination, for instance, in the Mariners 
that some very compelling arguments would have to be advanced if 
it were the intention of an operator to buy a Mariner for the purpose 
of a combination ship at less than 20 knots. 

Mr. Roseson. We are talking about the new ships in the offing for 
which I undestand there is sufficient legislation, sufficient money and 
sufficient authority, but they still have not been started. 

Now, as I understand from your testimony, these people come up 
with what they want, but already they should have known, or m: rybe 
could have known, that would not be sufficient knots. 

If I understand right, then the Defense Department comes in with 
some other feature which maybe they could have known and did not 
know. 

Now, the time is running out and maybe the fiscal year will end and 
nothing will have happened. 

58193—55 11 
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Mr. Forp. I think I can answer that, Mr. Robeson. The speed factor 
was the determination of the Board, and the companies submitting the 
plans were cognizant of this requirement before the plans were sub- 
mitted. 

This is not a defense requirement. This is the speed which they 
consider to be minimum for the trade. 

I believe this determination was made well over 6 months ago. 

The final plans have not been submitted as yet. 

Mr. Rozeson. Did they submit plans that would have been all right 
for a ship not having to meet your requirements? 

Mr. Forp. I think, as a matter of fact, that Moore-McCormack plans 
as submitted, have all been 20 knots, and I think the Grace plans sub- 
mitted, which was a first submission of their plans, were for 19.6 and 
they were advised that this was not considered as adequate to meet 
the Board’s requirements and that is in the process of reconsideration, 
but these were only preliminary plans. 

Insofar as the national-defense features are concerned, they can be 
incorporated in the final plans without any hull alterations and it is 
only a question of redesigning certain features of the machinery, the 
installation of which is about 2 years away. 

Mr. Roprson. Well, to use an expression which the Chairman has 
used, I was just wondering if Defense and Maritime and the builder 
of this ship collaborated a little when they considered building the 
ship, would it not eventually facilitate the plans and push the decisions. 

Mr. Forpv. They have been collaborating since the first day the 
plans were submitted. They collaborated d: ily by telephone. 

We have written numerous letters and the Navy has written back, all 
of this information has been made available. 

Mr. Roseson. When did it start with the four ships of which you 
are speaking ? 

Mr. Forp. It started the day the plans were submitted for the ships. 

Mr. Roseson. That was approximately some date, was it not? 

Mr. Forp. It may have started before that. I don’t know. 

Mr. Rozeson. How long ago did it start, to be specific? 

Mr. Foro. I don’t know the exact date the plans were submitted, but 
I can get that. 

Mr. Roseson. Was it 1954 or 1953? 

Mr. Forp. I believe that the plans were first submitted on the Moore- 
McCormack ship last summer, July or August, or maybe September. 
I am not positive. 

Mr. Rosrson. I thought there was some talk about such ships long 
before that. I may be wrong. 

Mr. Forp. I think they have been talking about it for several years, 
but there was no money until that was appropriated by the last Con- 
gress and to complete the record, those are carryover funds, Mr. Casey. 
There is no time limitation. 

The CHarrMan. Mr. Byrne. 

Mr. Byrne. No questions. 

Mr. Zetenko. Mr. Chairman. 

The Cuarrman. Mr. Zelenko. 

Mr. ZeELENKO. Do you have with you, or can you get for us a sample 
breakdown on how the figures are arrived at to show how much money 
should be given ina subsidy ? 
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You mentioned that in order to determine that figure you get the 
difference between the cost in a foreign shipyard and the American 
shipyard. Who supplies to you the figure of the cost in the foreign 
shipyard ? 

Mr. Hocurerp. Generally that work is done in an office other than 
my own, sir. I can answer your question somewhat generally. 

I believe that office has a representative stationed abroad who de- 
velops these figures. 

Mr. ZeLENKO. Do you get those figures eventually ? 

Mr. Hocurep. The Office of Ship Construction does get those 
figures 

Mr. ZeLENKOo. Does your office get many / 

Mr. Hocureip. No, we do not. 

Mr. ZeLenKo. Your office processes or works on the eventual sum 
that is going to be given for the subsidy ¢ 

Mr. Hocurewp. Yes, sir. 

Mr. ZeLtenko. Do you not get the figures then upon which the 
umount is arrived at ? 

Mr. Hocuretp. We do not get the details behind the figures. We 
get the recommendation submitted to the Board which sets forth the 
construction subsidy. 

Mr. ZeLtenko. I yield, Mr. Chairman. 

Mr. Totierson. I think perhaps your function is the operating 
subsidy which has nothing to do with the construction subsidy. 

Mr. Hocureip. We have to do with the contract features of the 
construction subsidy, but do not calculate the actual cost of building 
the ship in the foreign country or the national-defense allowances. 

Mr. Zetenko. I understood the witness to say that they had some- 
thing to do with the construction subsidy. What do you have to 
do with that? 

Mr. Hocurexp. The contract features. 

Mr. ZELENKO. Would that include the price / 

Mr. Hocure.p. It would include the sales price, but not the break- 
down of that sales price. 

Mr. Zetenxo. But your office eventually has to be sure that the 
figure of the subsidy amount’ that you give out is as near correct as 
you can give it, and you would not give $10 million if you had to give 
$3 million, would you! 

Mr. Hocuretp. No, not to our knowledge. 

Mr. Zetenxo. You say that you do not get the breakdown on the 
ligures to see whether the figures are correct, or not ? 

Mr. Hocuretp. We do not, sir. 

Mr. Zetenxo. And you do not have any samples or file that has 
analogous figures in your department ¢ 

Mr. Hocurexp. I am sure those can be furnished. We will be glad 
to get them for you, sir. 

Mr. ZELENKO. Do you mean that you pass on that without getting 
any breakdown, but you just get the figures that somebody submits to 
you and you make a recommendation 

Mr. Forp. Mr. Zelenko, those figures go to the Maritime Board 
which has the breakdown and which approves of the subsidy payment. 
They are not approved in Mr. Hochfeld’ s office. 


Mr. ZetenKko. Then what does Mr. Hochfeld’s office have to do 
with it? 
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Mr. Hocurevp. With the price the ship is sold for. 

Mr. ZeLtenko. Yes, what do you have to do with the construction 
subsidy? Perhaps I did not understand you, if the committee will 
bear with me. 

What is your me on that line? 

Mr. Hocureip. No. 1: recommending to the Board what is a com- 
mercially desirable oe for that service. 

Number 2: After the construction subsidy and the national- 
defense feature allowance has been determined by the Board upon 
recommendation of the Office of Ship Construction, we then develop 
the sales agreement with the company which includes the financial 
requirements and such mortgage aid as may be extended to the com- 
pany. 

Mr. ZetenKo. That is what I understood. Your office deals with the 
actual money involved. 

Mr. Hocuretp. Certainly, but not with the basis for that, that 
having been calculated by the Office of Ship Construction. 

In other words, we do not have the figures available to us. We can 
get them and if we get them we probably would not be qualified to 
review them, not being engineers. We get figures showing that the 

cost of building that ship is $3 million in the foreign shipyard, 
but do not get the technique for having calculated that $3 million 
for the component parts of that $3 million, what represents direct 
material costs, what represents direct labor costs, what represents 
indirect labor costs. 

Mr. ZeLteENKo. What about executive salaries? 

Mr. Hocureip. We don’t have that breakdown. 

Mr. ZetenKko. That is included, do you know? 

Mr. Hocurexp. I would think so, as part of the overhead. 

Mr. Ze_enKo. Now, in regard to operating subsidies, do you have a 
little more to do with that ? 

Mr. Hocurep. Yes, sir; we actually calculate the rate there. 

Mr. ZetnKko. You calculate the rate / 

Mr. Hocurevp. Yes, sir. 

Mr. Zevenko. Do you have any sample file available in which 

igures for comparison of foreign operating subsidy and American 
operating costs would be furnished to you ? 

Mr. Hocuretp. We could furnish you with that, sir. 

Mr. ZeLtenxo. I do not know whether it would be in order for the 
committee to see such a thing, Mr. Chairman. 

Mr. Casry. We have not touched on operating subsidies yet. 

The Cuarrman. When we finish discussion on construction sub- 
sidy, we are going to operating subsidy. 

Mr. ZrLenxo. Is it correct, Mr. Witness, that what you do with 
regard to construction subsidy is go over the contract ‘with figures 
furnished to you and see whether the contract is in good shape, but 


as to whether the figures are correct or not, you do not have anything 
to do with that ? 


Mr. Hocurevp. That is right, sir. 

The Cuarrman. Who does have? 

Mr. Hocnreip. The Office of Ship Construction working with the 
Federal Maritime Board. 


The Cuairman. That is Mr. McMullen? 
Mr. Hocurep. Yes, sir. 
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The CuarrmMan. Mr. Van Pelt? 

Mr. VAN Pett. No questions. 

The Cuarrman. Mr. Ray. 

Mr. Ray. No questions. 

The CHatrMan. Excuse me. Mr. Allen. 

Mr. Atien. I have a question which I forgot to ask. 

In the event that you determine upon what the commercial ship is 
that would be built in the United States yard, suppose the case where 
a foreign yard would not construct that ship in the same way, at least 
for a foreign-flag operator, suppose the safety features and fire proof- 
ing and a variety of other things would be different, under foreign 
regulation, do you then compare the cost of the Americar ship that 
would be built in the American yard with the dg of foreign ship 
that would be the equivalent in the foreign yard, or is it the exact 
American ship ? 

Mr. Hocurep. It is the American ship, the American standard that 
is considered in the construction subsidy. 

Mr. Auuen. Is it also possible to build a ship in the foreign yard 
according to American standards ? 

Mr. Hocurexp. That, I don’t know, from direct knowledge. I be- 
lieve that there are certain materials not obtainable in a foreign yard 
and the effort is made to determine the cost of a like quality. 

Mr. Casey. Mr. Allen’s original question dealt with the matter of 

vational-defense features, and to go back to the case that he gave, you 
ies an agreement between yourself and the line as to wh: ~ the com- 
mercial ship is and then you submit those plans to the Navy De- 
partment. 

The Navy Department recommends additional space. You people 
review that suggestion to determine whether it has any commercia 
utility. 

You say that you would try to get a recapture clause in there. 
Is it not a fact that this is one area of the statute that needs to be clari- 
fied and amended in view of the fact that you have no authority in the 
law to require any recapture clause in that situation, have you? 

I might address this question to Mr. Morse, the General Counsel, or 
Mr. Lisi. 

Mr. Morse. I suggest that Mr. Lisi answer that because he is the 
one who normally works on this type of contract. 

Mr. Casry. Would you state your name? 

Mr. Last. Thomas Lisi. 

Mr. Casey. You are in the Office of General Counsel ? 

Mr. List. That is right, sir. 

Mr. Casey. Might I ask you whether or not this is one of the areas 
in this statute that should be clarified or amended ¢ 

Mr. List. Would you please repeat your question ? 

Mr. Casey. There is nothing in the law that authorized or required 
that a recapture clause be inserted in these contracts in order that 
the Government will recoup whatever commercial utility that feature 
has in the future life of the ship ? 

Mr. List. I would agree with you, sir. 

Mr. Casey. So that when you confront the line with the proposition 
that you want a recapture clause there is always a resistance to it? 

Mr. Last. I am not qualified to answer. 

Mr. Casry. Captain Ford, is that a fact ? 
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Mr. Forp. That is correct. The resistance is based on the fact that 
the law has no provision for a recapture clause. That is correct. 

Mr. Casey. Actually, literally construed, the Navy Department sug- 
gests additional space, that in itself makes it a national defense feature, 
does it not ? 

Mr. Forp. That is correct. That is one of the great difficulties in 
administering the clause with regard to national-defense features 
because something that may have no commercial utility at the time 
the ship is built may later be used by the company and there is always 
the problem as to its value. 

Mr. Casey. In other words, the company has already submitted to 
you plans ene everything they think they need to run their 
business. The Navy Depariment has suggested more space. You 
people review that determination to dec ide whether it has commercial 
utility. 

Is it not fair to assume that if they thought they needed it they 
would have put it in the plans to begin with ? 

Mr. Forp. That is correct. 

My own opinion is that if it is built in as a national-defense feature 
and it wasn’t originally required by the company, there should be no 
recapture. 

Mr. Casry. These national-defense features are provided by la 
io the entire cost of them being absorbed by the Government in addi- 
tion to the subsidy. 

Mr. Forp. That is right. 

Mr. Casey. They are paid for out of the same appropriations that 
are made for the construction subsidy in these ships; that is, the appro- 
priation made to Maritime? 

Mr. Forp. They are paid at the same time, yes. 

Mr. Casey. So that when Navy makes these suggestions they are 
not spending their own money, are they ¢ 

Mr. Forp. They are spending Government money. 

Mr. Casey. They are spending your money. 

You know what I am driving at. These agencies are very jealous 
of whose money they are spending. 

Mr. Forp. That is right. It comes out of the Maritime appropri- 
ation. 

Mr. Casry. And it is fair to assume that they might be a little more 
liberal with their suggestions if it is not their own money they are 
spending. 

Mr. Forp. Well, I wouldn’t say that. 

Mr. Casry. Has any work been done in the Maritime Administra- 
tion toward preparing suggested amendments to this provision in 
the law? 

Mr. Morse. Not yet, but we would be happy to do so. We call to 
your attention section 506 requires a repayment of part of the con- 
struction costs where a vessel is used in the intercoastal trade. 

Mr. Casey. But it has no application to the Grace Lines or Moore- 
McCormack ships, or the Oceanic ships? 

Mr. Morse. No, not where they are used in offshore trade. 

The Cuatrman. Has that point been developed further, with pos- 
sibly amending the act, so that national-defense features would be paid 
for by national defense and not by funds of the Maritime Administra 
tion? Has that been developed here? 
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Mr. Casry. I might say that the Comptroller General has been rec- 
ommending that ever since 1949. 

The Cuatrman. I have been out of the room and I did not know 
whether there has been any discussion on that subject yet. 

Mr. Casry. No, that is the only discussion, Mr. Chairman. 

The Cuarran. Is the Maritime Administration prepared to take 
the stand on it and offer an amendment to the act that the national 
defense shall pay for the national-defense features that they insist on 
being in the vessel ? 

Mr. Forp. We would be very happy to make a study of that, sir. 

The Carman. I am not talking about the study. This question 
has been discussed for a long time. Counsel developed that fact that 
[am more liberal with your money than I would be with mine. That 
ishuman nature. To correct that situation, why does not the national 
defense, out of their own appropriations, put in these commercial 
ships moneys that they deem necessary to build in national defense 
features? There is no argument against it at all. They can get 
appropriations easier than anybody else in C ongress. 

Mr. Casey. I might’ say, Mr. Chairman, in defense of maritime’s 
position, and this has been discussed over the years, I believe they are 

afraid that if they put it in the hands of the Navy to certify these 
national defense features and pay for it out of their own money, that 
the American merchant marine would suffer because they would not 
put any naitonal defense features in them. 

The CuarrMan. Is that correct ? 

Mr. Forp. That is Mr. Casey’s statement. He should know whether 
it is correct or not. 

The CHarrMan. We are not going to let you off that easy. Who 
will answer that question for the Maritime ? 

Mr. Forp. I think, Mr. Chairman, that at the present time—and I 
am not too familiar with what has happened in the past—as I indi- 
cated to Mr. Allen, these plans get a very objective review, and national 
defense has not, in any of the ships that have been planned for in the 
last several years, made any unnecessary demands. I think their 
demands have been very reasonable. 

The Cuarman. The question is not that they are unnecessary. It 
is What they cost. The only reason I can think of for including them 
in the maritime budget is that all of the other funds for these ships 
for their construction, the subsidy funds, and the others, are included 
in the maritime budget so they have lumped them altogether. We 
make the payments, and rather than transfer funds from one depart- 
ment to another it has been included. It could be worked the other 
way. 

Mr. Morse. I mention that under 502 (b) at the present time it is 
obligatory that they be included in the maritime funds. 

Mr. Casey. Does it say in 502 (b) what money is to be used to pay 
for these national defense features ? 

Mr. Morse. It says excluding the cost of any features incorporated 
in the vessel for national defense uses which shall be paid by the 
Commission in addition to the subsidy. 

Mr. Casey. Of course nobody is questioning the fact that your 
present procedures are in accordance with the act; in other words, 
th at you pay for them out of Commission funds. The suggestion has 
been made that it would be sounder administration if they were paid 
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for out of the agency who has the responsibility for certifying what 
are national defense features. 

Mr. Morse. I think it is a matter which should be considered in this 
agency, and we would come up with a recommendation to you before 
the end of the present session. 

The CHatrMan. As we go along, these recommendations from time 
to time you say you are going to make, I want to be certain that you 
send them up here. It is not that they be in the record, but that they 
come up. ‘That is the purpose of the hearing. 

Mr. Ray? 

Mr. Ray. How much money are we talking about here that has 
been paid by the Maritime and which might be paid by the Depart- 
ment of Defense if this suggestion is worked out ? 

Mr. Hoc e ep. I know what is occurring currently. I don’t know 
what the Navy Department’s position is with respect. to the Grace 
ships. In the case of the Moore-McCormack ships, I believe the total 
national defense allowance will approximate two to three hundred 
thousand dollars. In the case of the Oceanic ships, I do not believe 
there are going to be any national defense allowances nor in the 

vase of the Mariner conversions by APL. 

Mr. Ray. Can you figure for recent years how much has come out 
of your budget for this purpose ? 

Mr. Forp. We can furnish that for the record, sir. In the case of 
the conversions in the new ships, it is in the amounts that Mr. Hoch- 
feld indicated. I believe in the case of the tankers, which are in- 
cluded in the trade in and build program, that the national defense 
feature, which is the speed feature, would amount to roughly $1 mil- 
lion per ship. 


Mr. Ray. Will you get the figures for us ? 
Mr. Forp. Yes, sir. 
(The information is as follows:) 


In recent years the only completed ships constructed with national defense 
features were the steamships Independence, Constitution, and United States. 
The cost to the Government for national defense features was $715,325, each 
for the Indepe ndence and Constitution, The national defense allowance on the 
United States was $21,925,719, including credit for $4 million resulting from 
the Department of Justice settlement with the company. 

The CuarrmMan. Mr. Robeson ? 

Mr. Rosreson. You said there would be no allowances. Who makes 
that determination that there could be or could not be? Do you 
mean no additional cost is involved ? 

Mr. Hocurerp. I mean no additional work is planned to the ves- 
sels other than what the companies intended to build. 

Mr. Roseson. How do you put the features in that have no costs in 
them ? 

Mr. Hocurexp. There are no features being added ? 

Mr. Rosrson. You said no allowances are being made. 

Mr. Hocnrerp. I meant no features. 

Mr. Rozeson. There are no defense features ? 

Mr. Hocureip. Excuse me, sir, no additional defense features, be- 
cause I think the ship itself is a defense feature. 

The Cuatrman. You discussed here the manner in which you come 
to the conclusion on the matter of subsidy payments and the type of 
payments we make. What are the practices in foreign countries with 
respect to this subject ? 
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Mr. Hocuretp. With respect to construction subsidy ? 

The Cuairrman. Defense features in their merchant marine ? 

Mr. Hocurep. Again, sir, my office is not responsible for main- 
taining review of that activity. 

The Cuarrman. Is there somebody in the Maritime Administration 
that knows something about that ? 

Mr. Hocurexp. Possibly the Office of Ship Construction. 

The Cuarrman. Who is that, Mr. Ford? 

Mr. Hocuretp. Captain McMullen. 

The Cuarrman. At this point, I think to make this record complete, 
we would like to know just what foreign nations, maritime nations, 
do with respect to this. What about that, C aptain? What do they 
do? 

Mr. Forp. I did not hear all of the question, Mr. Chairman. 

The Cuatrman. How do the foreign nations, the maritime nations, 
handle this subject with respect to their national defense? 

Mr. Forp. I am not too familiar with their procedures. I believe 
that Great Britain pays a construction subsidy for various national 
defense features. I believe that Japan subsidizes shipbuilding. I 
believe that Italy, in one form or another 

The Cuarrman. I understand that. But what do they do? We 
have been talking about what we do. But what do they do? 

Mr. Forp. One case at point is the British are having heavy lift 
cranes built into a number of their ships for national defense pur- 
poses. They pay the cost of building in the crane, the cost of the 
crane, as a national defense feature. 

The Cuamnan. Is that the only thing you know that they do? 

Mr. Forp. That is the only specific thing I can think of. 

The Cuamman. Does the Maritime Administration have any sec- 
tion that looks into this, that knows, that has the information ? 

Mr. Forp. Yes, sir. We can furnish some of this information, but 
not all of it. 

The CuarrMan. At this point in the record, sometime I would like 
to have some information on that. 

Mr. Forp. Yes, sir. 

(The information is as follows:) 


SHIP CONSTRUCTION AND OPERATING AIDS GRANTED BY FOREIGN COUNTRIES 


Ships under foreign-flag registry are less costly to construct and operate 
than comparable ships of United States registry. Even with these economic 
advantages, foreign governments have improved the competitive position of 
their respective merchant fleets by means of public assistance. These aids are 
both of the direct and indirect type. Some are designed to reduce ship con- 
struction costs; some are intended to lower operating costs. Others are in- 
tended to develop and stabilize national merchant fleets by preferential means 
or to discourage foreign-flag shipping by discriminatory methods. As a rule, 
foreign aid to shipping and shipbuilding is of the indirect type; nevertheless, 
some countries provide valuable direct types of assistance as well. 

Construction aids 

No uniformity exists in the types and value of assistance granted by foreign 
governments to their own merchant vessels; they differ in accordance with 
the dictates of national policy and national expediency. Aids granted to re- 
duce ship construction costs may be in the form of construction subsidies based 
upon carefully defined vessel characteristics such as size, speed, and type; 
exemptions from customs duties on shipbuilding and ship-repair materials and 
components; subsidies to shipyards and steel mills; loan guaranties at interest 
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rates which are lower than those prevailing in the open market; interest contri- 
butions, liberal amortization, and other tax benefits. Of these aids, benefits 
accruing from rapid amortization are most common; a study of the tax legis- 
lation of 12 foreign countries whose merchant fleets are serious competitors 
of United States flag vessels shows that valuable aid is granted these foreign 
merchant fleets in the form of rapid depreciation either in the accelerated form 
or by means of unrealistically high normal depreciation rates. Moreover, some 
countries, especially those whose currencies have been seriously inflated, permit 
these shipowners to base their depreciation upon replacement costs either in 
full or in part rather than upon original cost as is required of United States 
shipowners. The benefits of this tax legislation is substantial, since shipowners 
who can take advantage of these benefits are provided with a substantial portion 
of the capital needed to purchase a vessel on an interest-free basis. 

Operating aids 

Aids granted to foreign shipowners for the purpose of reducing operating 
costs are not as numerous as those which result in lowering construction costs. 
Nevertheless, in some countries this type of eid is especially worthwhile. Some 
countries provide mail contracts which compensate their ships to a greater 
degree than if the mail were transported at international rates; exempt their 
operators from the payment of income taxes for a stipulated period of time, or, 
like Panama and Liberia, do not provide for the payment of any income tax; 
provide terminal facilities at low rental rates; or grant general navigation 
bounties based upon the type of service operated, stipulated ship character- 
istics, and the number of days operated. 

(Additional information is contained in a study made by the School of Foreign 
Service of Georgetown University entitled “Government Aid to Shipping, For- 
eign and United States.” See committee files.) 

Mr. Casey. I would like to have it specified what nations subsidize 
speed as a national defense feature. 

Mr. Forp. Yes, sir. 

Mr. Casey. Mr. Hochfeld, getting to the question of operating 
differenential subsidies, that is a function that falls directly under 
your office of Government aid ? 

Mr. Hocurexp. Yes, sir. 

Mr. Casey. Basically, what is an operating differential subsidy, 
and how are these rates calculated, in a general way? 

Mr. Hocuretp. An operating differential subsidy represents the 
difference between the American operator’s cost on certain items of 
expense of an operating nature and the cost if his foreign competitors 
were to operate the same ship. 

Mr. Casry. What are the items of expense ? 

Mr. Hocuretp. The items of expense that are subsidizable are 
wages of officers and crew, the subsistence of officers and crew, the 
stores and supplies and expendable equipment that are used aboard 
ship, the cost of maintaining and repairing the ship, and the insur- 
ance on the ship. Those are the five subsidizable features. 

Mr. Casey. Take, for example, wages, and take one particular com- 
pany. How many companies receive operating subsidies ? 

Mr. Hocurexp. Sixteen. 

Mr. Casey. They are all in the foreign commerce of the United 
States ¢ 

Mr. Hocuretp. Yes, sir. 

Mr. Casey. And they all are in competition with foreign lines? 

Mr. Hocurexp. Yes, sir. 

Mr. Casey. And it is a requirement of the statute that you make a 


determination that there is substantial foreign competition before a 
line becomes eligible for subsidy ? 
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Mr. Hocurexp. Yes, sir; and we further make that determination 
annually. 

Mr. Casey. Annually? 

Mr. Hocuretp. Yes, sir. 

Mr. Casey. And if the foreign competition should fall out of the 
picture, you immediately terminate any payments of operating 
subsidy ? 

Mr. Hocurerp. We have had no such case. 

Mr. Casry. You have had no such case? 

Mr. Hocuretp. No, sir. 

Mr. Casey. Take 1 route and 1 American company and 1 foreign 
company. Tell us on the item of wages how you come to arrive at 
the rate, and then how you apply the rate in order to come to final 
operating subsidy payment. 

Mr. Hocurexp. I will try to do so, sir. Assuming you had 1 Ameri- 
can-flag operator and 1 foreign-flag operator, our first requirement is 
to determine what is the predominant type vessel of the American 
operator. He may have a mixture of vessels. He may have several 
C—2’s, he may have several C-3’s, and he may have several C-1’s. We 
determine his predominant ship. In his particular case, because he 
may make more sailings with and has more C—2’s, we then proceed to 
determine what his manning has been on his C-2. We, in doing that, 
have reports from the operators as well as the articles which are 
filed with the Coast Guard. 

We then attempt to determine the manning of his foreign competi- 
tor. In that regard, we have the files of the Immigration and Natu- 
ralization Service which contain the records which are filed by these 
foreign-flag operators when they reach port, which shows the actual 
manning of their vessels. If their vessels are not the equivalent of 
the American vessels, our specialists make such adjustments which 
they believe are advisable and necessary to put the two ships on a 
par with respect to their characteristics. 

After having determined the foreign manning and the American 
manning that would be employed on this particular ship, we then go 
to the wage agreements, both American and foreign flag, to determine 
what the base wages would be on both the American ship and the 
foreign-flag ship. 

We also make reference to all of the statutes of the various coun- 
tries, both ours and theirs, as to social-security benefits which are 
paid for by the operator, the various allowances which are furnished 
by the operator, in order to determine the actual cost incurred by the 
operators, in connection with operating this ship. We get from our 
foreign maritime attachés the actual payrolls of some of these foreign- 
flag ships tod etermine what the relationship may be between overtime 
payment and base wages. 

We end up then with a cost of the American-flag operator of oper- 
ating a C-2 for 30 days, a 30-day month, and the cost of a foreign-flag 
operator of operating this C-2 for a 30-day month. The disparity 
between those two costs represents the operating differential. The 
rate is a percentage restatement of that disparity. 

In other words, if, on a 30-day month, it would cost $25,000 in wages 
to operate the C-2, and the cost of the foreign-flag operator for a 
similar ship would be $12,500, the operating differential is $12,500, 





166 MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 


and the operating differential subsidy rate is 50 percent. That rate, 
the 50 percent, is then applied to all wage costs incurred by the Ameri- 
can-flag operator during the course of that year in operating his 
vessels 1 in the service in question. So if his wage costs for the entire 
year’s oper: ations were $1 million, the subsidy which he would get 
would be $500,000, or 50 percent. 

Mr. Casey. We have covered the item of wages. When you figure 
up the cost of operating a comparable ship, do you figure it this way: 
How much his costs are so far as wages for operating a C-2 as against 
his foreign competitor ? 

Mr. Hocurexp. Yes, sir. 

Mr. Casey. Then you figure up on each of the other items how 
much the American operator would pay for insurance as against the 
foreign competitor ? 

Mr. Hocurevp. On each item? Each item is treated somewhat dif- 
ferently from the others. We do somewhat the same thing on sub- 
sistence. When we get to maintenance repair, we do it somewhat on 
the basis of a specific: ation list. We have worked up with our engi- 
neers a standard specification list on a C-2 which shows certain types 
of repairs which are regularly done to a C-2. It is a list of hull 
repairs, electrical repairs, deck repairs, et cetera. We have those 
priced out in foreign countries so as to get the relationship between 
doing comparable work here and abroad. We then apply those in 
their proper distribution to the actual American costs. 

Mr. Cassy. Then, of course, the differential in each of these items 
varies as among trade routes, does it not ? 

Mr. Hocurexp. Yes, sir. 

Mr. Casry. But where two lines are on the same trade route, I 
suppose their differentials would be about the same 

Mr. Hocureitp. Approximately the same; yes, sir. 

Mr. Casey. What is the range of the differential today with respect 
to wages ? 

Mr. Hocurep. It has been running between 75 and 79 percent, sir. 
Some will be below 75. 

Mr. Casry. In other words, for every dollar of the payroll an 
American-flag operator has, the Government reimburses him 75 to 79 
cents ¢ 

Mr. Hocuretp. Approximately ; yes, sir. 

Mr. Casry. What is the amount of operating subsidy that you 
accrue or that you obligate the Government to pay in the course of a 
year? Take the year 1953. 

Mr. Hocurexp. For the year 1953 the estimated subsidy accrual, 
before recapture, was $97.9 million. 

Mr. Casey. About $98 million ¢ 

Mr. Hocurexp. That is right, sir. 

Mr. Casey. What was that b: ased on? What was the American cost 
of operating United States flag ships for the 16 lines? 

Mr. Hocureip. Domestic costs for the items which are subsidizable 
was $185 million. 

Mr. Casey. So the difference between the 185 and the 98 would 
represent the cost of operating the foreign ships? 

Mr. Hocnrenp. Yes, sir. In connection with the w: ige accrual, if 
I may clarify it, the total wages paid in 1953 for all 16 companies 
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and all ships is estimated to be $122.8 million. The subsidy accrual 
was $85.9 million. I believe it was somewhat less than 75 percent. 

Mr. Casry. Of the five items, how much is made up in wages and 
how much is made up in the other items? 

Mr. Hocurexp. In 1953, we estimate that wages represent 87.71 per- 
cent of the total accrual; subsistence will represent 2.61 percent ; main- 
tenance and repair represents 4.48 percent; store supplies and expend- 
able equipment 1.03 percent ; and insurance 4.14 percent. 

The CuHarrman. What about that insurance? Is not a lot of this 
insurance reinsured abroad ? 

Mr. Hocure vp. It has been my general knowledge that some of it is 
reinsured abroad. 

The CuHarman. What is the differential you pay for insurance? 

Mr. Hocnrexp. The differential on insurance, sir, is that the Amer- 
ican must repair his ship in an American yard. If there is damage to 
the ship, the cost of getting those repairs done will be much higher in 
this country than abroad, and, therefore, the insurance rate he must 
pay must necessarily be higher. 

Mr. Casry. We subsidize them for the maintenance and repair; do 
we not? 

Mr. Hocurexip. The maintenance and repair subsidy is for nonin- 
surable repair items. 

Mr. Casey. So those two kind of dovetail together ? 

Mr. Hocuretp. They work together. 

Mr. ZeLtenKo. Listening to the bases for the subsidies, it comes to 
my mind, and I think clearly so, that the reason for the subsidy, 
mainly, is the cost of American labor, American seamen; is that right? 
That is the big item; is it not? 

Mr. Hocurenp. Yes, sir. 

Mr. ZetenKo. Has any effort been made to find out whether a com- 

pany could make a profit, even though they did not have a subsidy ? 
What I am trying to get at is this: The reason you subsidize a com- 
pany is they will go out of business, they say, unless they make a profit. 
All you decide on is the cost. Have you ever looked into seeing 
whether they could make money using American labor without sub- 
sidies? I have not heard of anything like that. You say it is just 
the cost of labor, that that is the big thing, that that is why we 
subsidize them. 

Mr. Hocurevp. Sir, if you eliminate the subsidy, there would be no 

rofits, and, as a matter of fact, practically all of the companies would 

* in a loss position. Those that might be in a profit position cer- 
tainly would not make sufficient profits to justify the investment in 
property. 

Mr. ZeLenko. I understand so. But I have not heard you give fig- 
ures or a basis for that. You just say the cost isso much. You con- 
cede, do you not, that something may cost a person a large amount of 
money but he still may make a large amount of profit? Would it not 
have ‘something to do with the eflicienc y of his operation, his over- 
head? What I am trying to get at is, Do you have figures which 

show what the loss would be without cibaiie’ d 

Mr. Hocurep. I have some figures on that. 

Mr. ZeLENKO. I have not heard that. I have heard you base it en- 
tirely on the cost of American labor. Is that the fair basis, as a result 
of investigation ? 
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Mr. Hocure.p. Yes, sir. 

Mr. ZeLenkKo. I would like to have you show it to me. 

Mr. Hocureip. Would you like those presently ? 

Mr. ZeLenxo. I do not want to impede the progress of the hearing 
right now. 

The Cuarmman. That is all right. Go ahead. 

Mr. Casey. These subsidies and the method in which you provide 
for them are spelled out in the statute, are they not ? 

Mr. Hocuretp. Yes, sir. 

Mr. Casry. In other words, the 1936 act specifies what items are 
to be subsidized ? 

Mr. Hocuretp. Yes, sir. 

Mr. Casey. And the general outline of the procedures by which you 
fix the differentials? 

Mr. Hocurexp. Yes, sir. 

Mr. Casry. And this operating subsidy is not designed, is it, to 
guarantee a profit to these lines? 

Mr. Hocurevp. Under no circumstances. 

Mr. Casey. In other words, it is to offset the foreign cost of opera- 
tion ? 

Mr. Hocurevp. That is right, sir. 

Mr. Casry. An inefficient operator could go out of business even 
with a subsidy ? 

Mr. Hocurerp. That is right, sir. 

Mr. Casey. And the functions of going out and getting cargo and 
of eliminating duplication within his organization, at least in the 
home office—all those are functions of business management that are 
not taken care of by the subsidy ? 

Mr. Hocnrerp. Right, sir. 

Mr. Casry. Take a sample ship and tell us, if you can—you might 
take one of the big passenger ships—how much it costs to operate that 
ship in a year and how much the subsidy is that is paid on that ship in 
order to offset the difference in the cost of operation of that ship 
foreign. Do you know offhand how much subsidy is paid on the 
steamship United States? 

Mr. Hocuretp. $6 million a year. 

Mr. Casey. How much does it cost to operate that ship ? 

Mr. Hocuretp. I am looking for that now, sir. 

Mr. Zetenxo. Mr. Casey, I did not mean by my questions to insin- 
uate that this gentleman and his department were not operating cor- 
rectly according to statute. My idea was that perhaps the statute is 
not working right. The whole burden is put on American labor here. 
You might have 19 vice presidents in the company, and no matter 
how they run it, labor gets blamed for it. I do not know whether it 
is right or not that they should be. Apparently the entire cost of the 
subsidy is American labor, which we are interested in trying to revise 
in this field. 

Mr. Cassy. I am trying to bring out how significant a part of the 
cost of the operating of this ship the subsidy is, in the case of one of 
these big passenger lines. 

Mr. Hocuretp. For 1953, on the steamship United States, its gross 
revenue was $18.4 million. Its gross subsidy on the ship was $5.7 mil- 
lion. The net profit on that ship, before taxes, was $2,400,000. Were 
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subsidy not paid, the ship, instead of making $2,400,000, would have 
lost $3,200,000. Also, it is indicative that its subsidy on that ship is in 
the ratio of 1 to 3 to its other revenue. 

Mr. Casey. I think in order to present the picture a little more 
fairly, since we know that the United States is a new ship and it is 
making money at the present time, let us take the America. 

Mr. Hocureip. The America’s gross revenue for the year 1953 was 
$7.6 million. Its subsidy for that year was $3.4. Its loss during that 
year was $69,000. The subsidy accrual was approximately in the 
ratio of 1 to 2 to gross revenue. Were it not for subsidy, this ship 
would have lost approximately $314 million. I can take a cargo 
service to illustrate the point further. 

The CHarrMan. These are passenger ships. Now give us a cargo 
ship. 

Mr. Hocurexp. In its Liverpool service, its gross revenue was 
$11,700,000. 

The Cuarmman. What ship is that? 

Mr. Hocurerp. This is not one ship. It is an entire service, the 
Liverpool service. 

Mr. Casey. United States Lines? 

Mr. Hocuretp. United States Lines, Liverpool service. The gross 
revenue was $11,700,000. Its net profit—again, these are before taxes, 
sir—was $2,137,000. Its subsidy was $2,121,000. Its subsidy, there- 
fore, was approximately 20 percent, in the ratio of 1 to 5, insofar as 
revenue is concerned. Were it not for subsidy, the ships would have 
not made any profits during that year. 

Mr. Casry. It would have broken even. 

The CHarrman. On this other point that has been raised, is there a 
limitation on the salaries of officials of subsidized lines? 

Mr. Hocuretp. There is this kind of a limitation, sir. Any salaries 
paid in excess of $25,000 must be paid for from funds which are other- 
wise available for dividend distribution. We are charged with the 
responsibility, though, sir—Maritime is charged with the responsibil- 
ity—of maintaining some form of vigilance and surveillance over the 
salaries paid to executives by the subsidized lines. 

The CHarrMan. Some time ago this committee permitted an in- 
‘rease in salaries of officials of subsidized lines. 

Mr. Hocure.p. At onetime there was a limitation of $25,000, and 
they could not pay any salaries in excess of $25,000. This committee 
ias lifted that limitation. 

The CuarrmMan. That was some years back. 

Mr. ZELENKO. The general logic of my argument, if it is logical, is 
this: If you go to a bank and you have a business, and you want to 
borrow from that bank in order to let your business go on, you have to 
give them a complete statement of how you operate, the means that 
you use, and go all the way down the line. Here we have a statute, 
apparently, that goes into the subsidy problem only on the question 
of cost. There is some sort, as you just indicated—I would not say a 
very strict surveillance—of observation on executive salaries. I may 
not have used what I meant properly by salaries. I mean the entire 
structure of the company. 

Here you talk about providing for dividends. We pay a subsidy 
in order that somebody gets dividends outside of the fact that the 
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executives get salary. What I am trying to get at is this: Do you have 
a complete overall picture of the entire operation of the company 
under the statute by which you operate before you allow a subsidy ’ 

Mr. Hocuretp. Yes, sir. 

Mr. ZeLenxo. Is it just that you get the picture, or is it if you find 
the picture inefficient you do not allow subsidy ? 

Mr. Hocurep. No, sir. The company in applying for a subsidy 
must include in its application a full picture of its financial operation, 
its organization, its personnel, its association, and affiliation with other 
companies, its entire corporate structure, and all such other details 
as we might ask. 

Mr. ZELENKO. Suppose you get that. Do you accept it and then just 
go ahead with the subsidy, or is there some operation in your depart- 
ment that goes over the facts of whether this company is being oper- 
ated properly or not, whether they would be entitled to get one or not. 

Mr. Hocuretp. There is a thorough examination of the company’s 
financial structure by our comptroller’s office. 

Mr. Ze.enxo. Is there any case that you know of where a company 
has made money overall and yet has lost money on certain ships and 
has gotten a subsidy? 

Mr. Hocure.p. The steamship America is one that I just cited. 

Mr. ZeLeELKO. The United States Lines makes money in other phases 
of its business, but nevertheless gets a subsidy ¢ 

Mr. Hocurexp. It offsets the losses on that one ship by its profits 
on other ships. 

Mr. ZeELENKO. Suppose you were running a department store, and 
were advertising. You advertise one item at a loss to bring people 
in but make a lot of profit on everything else. Analogously, under 
the way this thing operates, you would be entitled to get a subsidy 
because you lost on one item, even though you made a lot of money on 
everything else. 

Mr. Hocureip. Whether you lost money or not, you get a subsidy. 
However, we recapture certain of their profits, over all. 

Mr. ZetenKo. This is what I am trying to get at, and this is the last 
question: You have a company with 19 vessels, and they make money 
on 18 vessels but lose money on 1. If they show they operate ef- 
ficiently and still lose on that one, we give them a subsidy; do we? 

Mr. Hocuretp. Yes, sir. But we would investigate the reason why 
that ship was losing money and we would try to take such corrective 
measures as necessary. 

Mr. ZeLeEnKO. Suppose they are operating 100 percent efficiently and 
making money on 18 vessels and losing money on 1. We give them a 
subsidy is that right? 

Mr. Hocureip. We try to get them to replace that ship. 

Mr. ZELENKO. Suppose they made money in every other direction. 
We would still give them money, is that right, on a subsidy basis? 
Is that how we operate? Is that what the statute says? 

Mr. Hocurexp. I would certainly want to know how that ship is 
operating, and whether there is need for that ship. 

Mr. ZeLtenxo. I am assuming that on that particular ship and that 
particular trade route, they are losing money no matter what you do, 
and we give them a subsidy even though the company is in a good posi- 
tion and making a good profit in every other direction. 
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Mr. Hocurexp. Under those circumstances, we have to appraise this 
aspect of the act 

Mr. ZeELENKO. What I am trying to get at is this: Suppose they do 
not want to use an American crew. 

Mr. Hocurexp. I would like to refer to this aspect of the act. The 
Commission is required to do certain things, among which: 


The ocean services, routes, and lines from ports in the United States, or in a 
Territory, district, or possession thereof, to foreign markets, which are, or may 
be, determined by the Commission to be essential for the promotion, develop- 
ment, expansion, and maintenance of the foreign commerce of the United 
States, and in reaching its determination the Commission shall consider and 
give due weight to the cost of maintaining each of such steamship lines, the 
probability that any such line cannot be maintained except at a heavy loss 
disproportionate to the benefit accruing to foreign trade, the number of sailings 
and types of vessels that should be employed in such lines, and any other facts 
and conditions that a prudent businessman would consider when dealing with 
his own business, with the added consideration, however, of the intangible 
benefit the maintenance of any such line may afford to the foreign commerce 
of the United States and to the national defense. 

Mr. ZELENKO. I understand that, sir, and that leaves a lot of leeway 
in the question of judgment and discretion. Do you, in your de- 
partment, in your operation, are you able to keep a close watch on the 
general overall picture to see that perhaps the Government is not pay- 
ing out too much money or perhaps some people are trying to get 
around corners ¢ 

Mr. Hocuretp. We maintain constant vigilance to see that the 
Government is not paying one nickel more than it is obligated to under 
the act. 

Mr. ZELENKO. I want to get back to this: Is that right, that a com- 
pany may have a very healthy financial picture, but in one operation, 
no matter how efficient, it sustains a loss and, thereby, under the stat- 
ute the Government is obligated to take care of that one phase of their 
operation. Am I right? 

Mr. Hocure. Essentially. 

Mr. Casey. Mr. Hochfeld, I think we ought to straighten the record 
~ on this. When you are talking about 18 ships making money and 

1 ship losing money, you are talking about making a profit with a 
subsidy ? 

Mr. Hocuretp. That is right. 

Mr. Casey. If you take the . subsidy, they would lose more money / 

Mr. Hocureip. They would. 

Mr. Casey. Is there any ship in the American service that could 
operate without a subsidy and would m: ike money ¢ 

Mr. Hocurerp. I know of no such vessel. 

Mr. Casey. In other words, if we want to have those passenger 
ships, we have to pay the subsidies ? 

Mu Hocuretp. Yes, sir. I think that is essentially true of the 
cargo, sir . 

The CHatrmMan. Of the cargo? 

Mr. Hocuretp. Not exactly the same, but it is essentially true. 

The CHarrmMaNn. How many companies are in a rec apture position ¢ 
That is one of the better ways to just see how efficiently they are 
operating, is it not? 

Mr. Hocnrexp. Yes, sir. 

58193 —55——12 
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Mr. ZeLENKO. May I ask another question? In paying out this 
subsidy, does that take into account that there has to be a certain 
return to dividend holders, to stockholders ? 

Mr. Hocureip. We do not guarantee a fair return to dividend 
holders. 

Mr. Zetenko. I do not say you do, but is that part of the subsidy 
picture ¢ 

Mr. Hocurexp. I am sure it is part of the operators consideration 
in staying in the business. 

Mr. Casey. Can you prohibit a dividend being paid if you wish? 

Mr. Hocureip. We cannot prohibit it, prov iding it is a conservative 
dividend payment. 

Mr. Casry. I think perhaps you better start by telling us what 
this recapture is we are talking about, exactly what rights the Gov- 
ernment has to recapture some ‘of this profit, if they m: ake any. 

Mr. Hocuretp. The operator’s profits are calculated after subsidy, 
and we recapture one-half of his profits in excess of 10 percent of 
his capital necessarily employed in the business. I can best illus- 
trate. Assume his capital necessarily employed is $10 million. Ten 
percent of that would represent $1 million. They would represent 
his so-called free earnings. Further assuming approximately a 50- 
percent taxpayment, he would then pay a tax of $1 million, which pro- 
vides him with then a return, before taxes, of $2 million and $1 mil- 
lion after taxes. Let us assume that his earnings that year were $4 
million, after subsidy. He then has an excess profit of $2 million. 
We recapture $1 million of that two, or 50 percent. So he then ends 
up, after taxes, with $1 million in so-called free earnings which are 
available for distribution to stockholders, providing it is on a conser- 
vative basis, and $1 million in excess profits which goes to his special 
reserve funds, and which he cannot withdraw without a counter- 
signature of a proper representative of Maritime. 

In substance, then, with his $4 million that he had for that year, 
$1 million went for taxes, Federal income taxes, $1 million went as 
free earnings which were available for distribution to stockholders, 
$1 million came back to the Government—it never left the Govern- 
ment, as a matter of fact, we withheld that subsidy before we paid 
it to him by reason of this caleulation—and $1 million went into the 
special reserve funds as a mandatory deposit which he cannot with- 
draw without a countersignature by Maritime, and which can only 
be withdrawn under certain circumstances. 

Mr. Casry. The basic purpose of the special reserve fund is what? 
Mr. Hocureip. The basic purpose of the special reserve fund is: 
No. 1, it is available for transfer to the capital reserve fund with the 
permission of the Maritime Administration in order to pay for ships, 
withdraw from the capital and buy ships with it, or to prepay mort- 
gage notes. Its further available in the event the operator makes 
an overall loss in a year, to replenish that loss. If his loss is $100,000 
or $200,000 he would withdraw from the special reserve fund, requir- 
ing the permission of the Maritime, to make up that loss, ending up 

in a no profit but no loss position. 

Mr. Zetenko. When you were talking just now about excess profits 
and paying heavy taxes, were you just giving us an abstract example 
or have you got actual cases like that? 

Mr. Hocureip. We have actual cases like that. 
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Mr. ZeELENKO. You did not read any of that to us. You read us a 
case of one ship making $2 million and getting a subsidy of $2 million, 
and would otherwise just about break even. That would not be a case 
of excess profits, would it? It is not that I am against excess profit, 
but I am wondering if we can work out a system to cut down the amount 
of money this is costing the Government, or if we are giving that much 
money, to help build this up. The case you gave us before about the 
2 million and the $2 million, that was not an excess-profit case, was it? 

Mr. Hocure.p. Well, excess profits is used in the term of profits in 
excess of 10 percent of the capital necessary. 

Mr. ZeLenkKoO. I am trying to find out. It sounds like people made 
a lot of money when you talk about excess profits. If they did, then 
perhaps the amount of subsidy should not be as large. 

The Cuairman. That is in excess of 10 percent of that. 

Mr. ZeLenko. I understand that. But the gentleman was just talk- 
ing before about conservative sums paid for dividends. Of course if 
somebody makes 20 or 30 percent, I would not say that was conserv- 
ative. It may be that they can operate and get a certain amount for 
subsidy. But if it shows over a period of time that they are making 
15 or 20 percent, perhaps the amount of subsidy is too large. 
it is, but I do not know. 

The CuarrMan. It is reduced according to his earnings. 

Mr. ZeLenKo. I understood generally ‘that these companies are in 
such a desperate plight that the subsidy just about helps them break 
even or just about pays a small profit. Here this witness is talking 


] -erhaps 


about when you come to excess profits, there is enough money to recap- 


ture here, and he is talking generally. It looks like sometimes money 
is paid out in the way of subsidy, and there is a lot of money made. I 
did not hear that. I thought everybody was starving and just needed 
come milk and bread. That is what f would like to find out about. 

Mr. Casry. Can you tell us how many lines made more than 10 per- 
cent in 1954 or 1953? 

Mr. Hocurevp. We do not have the figures on 1954 yet. As far 
1953, without identifying the companies, I can run through some of 
the companies with you. If you would like me to identify the com- 
panies, I will. 

Mr. Casey. What kind of figures are you going to go through? 

Mr. Hocuretp. I will show you the profit after subsidy and taxes, 
and I will show you what the 10 percent of capital employed is, so 


you may compare their profits after subsidy and taxes with their 10- 
percent figure. 


Mr. Casry. Go ahead. 

Mr. Hocure.p. Here is a case where the operator profits after sub- 
sidy and taxes were 1.238 million. Ten percent of capital necessarily 
employed would have been 1.9 million. He made less than 10 percent. 
Another company, profits after subsidy and taxes were 8 million— 
these profits after subsidy and taxes are before recapture. In other 
words, we would subtract recapture from them—8.9, and 10 percent 
was 2.1 million. Another company, 1.8 million, and after subsidy and 
taxes, 10 percent would have been 1 million. 

Mr. Totierson. Could I interrupt there? 
percent is what ? 

Mr. Hocurexp. 1.055 million. I am sorry, sir. 
was 1.8 million. 


On that specific one, 10 


And the actual 
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Mr. TotieFrson. So there would be reeapture there ? 

Mr. Hocurexp. That is right, sir. Another case of a company 
whose 10 percent is 4.454 million made $986,000. Another company’s 
10 percent was $1 million and it made $1.2 million. There would be 
recapture there, too. For another company, 4.759 million was the 
profits, and 10 percent was 1.644 million. Another company was 1 
million in profits, and 10 percent would be 1.6 million. For another 
company it was 8.4 million in profits, and 10 percent was 3.8 million. 
Another company had 8.8 million in profits, and 10 percent was 7 
million. Another company had 774,000 in profits and 10 percent was 
1.3 million. Another company had 3.5 million in profits, and 10 
percent was 4.497 million. Another company was 778,000 in profits, 
and 10 percent would have been 1.1 million. Another company’s 
profits were $46,000, and 10 percent would have been $567,000. An- 
other company was $413,000 in profits, and 10 percent would have 
been $573,000. Another company was $2 million in profits, and 10 
percent would have been $327,000. 

Mr. Casry. So some of them did not make that 10 percent ? 

Mr. Hocure.p. That is right. These profit figures are before re- 
meres, so on whatever they made in excess of 10 percent we would 

ecapture one- -half. 

Mr. Casey. And that is applied, at least on your books, so that 
when you get the full amount of subsidy back in recapture, you no 
longer have any recapture rights? 

Mr. Hocurei. That is right. 

Mr. Casey. On this capital necessarily employed, does that include 
everything that the operator has in his business? 

Mr. Hocurexp. No, sir. 

Mr. Casey. What does it not include? How do you work that out? 
I know it is a complicated formula, but just answer generally. 

Mr. Hocuretp. May I first give you the extent of my answer? The 
net worth, consolidated or combined net work, of all companies as of 
December 31, 1953, was $523 million. Their capital necessarily em- 
ge in the business as we construe it under General Order 71 was 

336 million as allowed for 1953. Capital necessarily employed is 
defined by General Order 71 of the Administration. I can briefly 
run through its components. First we would take the equity the oper- 
ator has in his vessels. We would also take the depreciation which he 
has funded in the reserve fund less payments that he has made from 
that reserve fund. We would also take required working capital. 
It is computed by our comptroller on the basis of what would be the 
expenses of operating one round voyage on all his ships. We would 
slso include the spare parts, the office furniture and fixtures that were 
necessary for operation of the company. We would include other 
floating equipment, such as feeder vessels he might have. We would 
also include other physical assets, such as necessary automotive 
equipment. We would also include assets of wholly owned subsid- 
iaries if such subsidiaries were completely necessary to the business 
of the subsidized operation, and to that figure we would add 5 percent 
of capital necessarily employed if that amount is in the reserve funds, 

m the special-reserve funds. 

Mr. Casry. So the capital necessarily employed does amount to 
something considerably less than the net worth of the company ? 

Mr. Hocrrenp. Yes, sir. 
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Mr. Casey. And it is that figure that is used for the purpose of 
determining the 10 percent for profit 2 q 

Mr. Hocurexp. Yes, sir. 

Mr. Casry. Suppose you supply for the record, and I think you 
may have it, this information: During the first 10-year period under 
the Merchant Marine Act, how much “subsidy was paid out and how 
much was recaptured back ? 2 

Mr. Hocnrexp. For operations prior to January 1, 1943, which is 
the date subsidized operations were suspended on account of the war, 
the subsidy accrued was $48 million. The recapture is estimated to be 
$30 million. The net cost to the Government, by way of subsidies, is 
estimated to be $12.6 million. 

The Cuarrman. What period of time is that ? 

Mr. Hocurextp. That was from inception of subsidized operations 
to January 1,1954. Inception was 

The CuarrMan. Do you mean from the beginning? 

Mr. Hocurexp. Of the 1936 act. 

The Cuarrman. To January what? 

Mr. Hocurerp. To January of 1943 

The Cuarrman, January 1, 1943? 

Mr. Hocurerp. That date is selected, sir, because that is the date 
subsidized operations were suspended during the war. 

Mr. Casry. In other words, for the first 8 years of subsidy, the cost 
to the Government was about $13 million 

Mr. Hocurerp. That is right, sir. 

Mr. Casey. Can you bring that figure forward for the period after 
the war? 

Mr. Hocureip. Yes,sir. From 1947 on, when subsidy was resumed 
for most companies, the estimated accrual is $482,576,000. The esti- 
mated recapture is $96,435,000, and the estimated amount payable 
after recapture is $386,141,000. 

Mr. Casey. How many years does that cover ? 

Mr. Hocurep. 1947 through 1954, 8 years. 

Mr. Totierson. 1947 ? 

Mr. Hocurerp. The calendar year 1947 through calendar year 1954, 
inclusive at both ends. 

The CHatrmMan. Prewar it averaged how much a year? 

Mr. Hocuretp. Five million a year. 

The Cuatrman. And postwar, or since the war, how much has it 
averaged per year ? 

Mr. Hocurexp. Forty-eight million a year. I might add, sir—this 
is somewhat before my time—that I believe in 1941 through the end 
of 1942 no subsidies were paid, except in certain instances. I believe 
there was a reduction in subsidy paid. I think the rate was reduced 
to zero, the subsidy rate. But that is somewhat before my time and 
I do not have an exact recollection on it. 

The Cuarrman. How does that increase compare with the increases 
of other things, postwar and prewar on a percentage figure basis? 
We will say the i increase in living was so much here, and so on. What 
would the comparison be ? 

Mr. Hocurexp. I cannot make a comparison of that kind, sir, but 
[ can say this, that in the prewar figures you did not have as many 
‘ompanies being subsidized as you ‘have today. You had 12 com- 
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panies versus 16. That is part of the increase. Today we have the 
Independence, the Constitution, and the Steamship United States, 
which is a considerable subsidy program amounting to approximately 
$12 million a year, which was not developed there. 

The CHarrMAN. Do we not have these broken down some way to 
see what this all is? This is a question that is causing a lot of con- 
troversy. How can we go about showing what it was prewar and 
what it is postwar? How can we approach that to say whether it is 
fair now or whether it is not fair now? 

Mr. Hocureip. We can attempt to make some analysis, sir, which 
would compare the cost of operations today with the cost of operations 
prewar, possibly through the use of indexes in other related cost areas, 
to show their relative costs presently as related to prewar. We can 
relate it to the national budget prewar and as it is today. There are 
many means of making such an analysis, and if you would like, we 
would be glad to get such an analysis made. 

Mr. Totierson. How about comparing it with agriculture subsidies ? 

Mr. Hocureyp. We can do that, if you like. I am not conversant 
with agriculture subsidies. 

Mr. Casry. Maybe this will give you some idea. Can you tell us 
what the differential was between foreign and American wages in 
1938, 1939, and 1940? 

Mr. Hocuretp. Yes. It ran in the neighborhood of 40 to 50 percent. 
Today it runs in the neighborhood of 75 percent, in that area. 

Mr. Casey. Have you comparable figures for the other four items? 
What is the differential, for example, on subsistence between foreign 
and American, prewar and today ? 

Mr. Hocurexp. I have some figures on that, sir, except that there 
are considerable variations in other areas. In other words, it does 
not lend itself to a so-called average rate. I would be very happy 
to take a company at random. 

The CuarrMAN. Lamsorry. This is most interesting. I understand 
you will have to be out of town: is that correct ? 

’ Mr. Hocurerp. I will know definitely tonight, sir. My plans 
were made to be out of town tomorrow. 

The CHarrMAN. You people have been very kind to us here, and 
T want to go along with you. I must recess this hearing at the present 
time. There has just been a quorum call on the floor. If you can be 
here tomorrow, we will reconvene the hearing at 10 o’clock tomorrow 
morning. If it is impossible for you to be here, we will resume the 
hearing Wednesday morning at 10 o’clock. 

(Whereupon, at 12: 16 p. m., the hearing was recessed, to reconvene 
subject to the call of the Chair.) 


STUDY OF THE OPERATIONS OF THE MARITIME ADMIN- 
ISTRATION AND THE FEDERAL MARITIME BOARD 


WEDNESDAY, FEBRUARY 23, 1955 


Hovssr or REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, ee 4: 
The committee met at 10 a. m., pursuant to call, in room 219 Old 
House Office Building, Hon. Herbert C. Bonner (chairman), 
presiding. 
The CHarrMan. The witness for the Maritime Commission this 


morning will be Mr. Hochfeld. 


STATEMENT OF HYMEN M. HOCHFELD, OFFICE OF GOVERNMENT 
AID, FEDERAL MARITIME BOARD—Resumed 


Mr. Casey. Mr. Hochfeld, I think at the close of the hearing last 
week we had discussed the difference between the prewar and present 
differentials on wages, and I believe you were about to give us some 
comparison of the differentials with other subsidizable items of 
expense. 

Mr. Hocxrexp. Yes. 

Subsequent to the 1936 act there were short-term agreements which 
were executed with those companies that had ocean mail contracts, 
and they were effective July 1, 1947. The first full year of sub- 
sidized operations was 1938. 

In July 1941 there was a reduction in rates. For comparative pur- 
poses I think I would like, if it is satisfactory with you, Mr. Counsel, 
to compare 1938, 1939, and 1940 operations with, let us say, 1952 
operations, Which is the last year in which we have a full set of figures. 
We are presently compiling our 1953 figures. 

In 1938 the overall average wage subsidy was 47 percent, in 1938 
it was 49 percent, and in 1940 it was 52 percent. Presently it runs in 
the neighborhood of 70 percent. 

With regard to the subsistance accrual, in 1938 the overall average 
accrual was 38 percent; that is, the subsidy differential was 38 percent, 
in 1939 it was 40 percent, in 1940 it was 40 percent. Currently it runs 
in the neighborhood of 28 percent. 

Mr. Casey. How much ? 

Mr. Hocureip. Twenty-eight percent. 

I should make it clear to the committee, Mr. Counsel, that with 
respect to postwar years, in many instances we are using unaudited 
figures. We are using figures which have been certified by certified 
public acountants, but our own Comptroller’s staff has as yet not 
audited these figures. 
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With respect to maintenance, which prewar was somewhat the 
counterpart of our present store supplies and expendable equipment 
item, in 1938 it ran on the average 34 percent ; in 1939, 30 percent; 1940, 
25 percent. Currently it runs in the neighborhood of 7 percent. 

With respect to repairs, in 1938, 50 percent; in 1939, 47 percent; 
in 1940, 46 percent. Currently it runs in the neighborhood of 20 
percent. 

On hull and machinery insurance, in 1938 it ran 30 percent; in 1939, 

32 percent ; in 1940, 32 percent. Currently it runs in the neighborhood 
of 2 5 percent. 

With respect to P. and d. insurance, in 1938 it ran 38 percent; in 
1939, 39 percent; and in 1940, 42 percent. 

With respect to that item of subsidy, the Board, to date, has not 
approved any P. and I. rates. They have not acted on several of 
them. We are awaiting additional information on most of the cost 
items there before we can come up with any figure of an overall average 
which would be indicative of actual fact. All we could do is intelli- 
gent estimating, but even those estimates may be somewhat off the 
final answer. 

Mr. Casry. I believe the other day you told us that the wage differ- 
ential was between 75 and 79 percent now. I assume that this 70 per- 
cent figure is a 1952 figure; is it? 

Mr. Hocurexp. Yes, sir. 

Mr. Casey. So, in general, most of the items have decreased since 
the beginning of the 1936 act, with the exception of wages. 

Mr. Hocurerp. Yes. 

Mr. Casey. How many subsidized lines are there today? 

Mr. Hocurexp. Sixteen. 

Mr. Casry. How many nonsubsidized lines are operating in foreign 
commerce ¢ 

Mr. Hocnrecp. There are approximately 12 that you might char- 
acterize as operators who provide a service which is of a liner nature 
and which is of a nature contemplated by the 1936 act. However, 
when you deal with those 12 you must break them down into further 
groupings. ‘Two of them, for instance, are primarily industrial car- 
riers; that is, they operate shipping as an adjunct to their principal 
operations, whether it be aluminum or bananas or steel, or whatever 
the case may be. 

‘Two or three of them are very small operators, operating 2 or 3 or 
possibly 4 ships. Several of them have foreign-flag affiliations which 
they would have to sever in order to acquire an operating differential 
subsidy agreement. 

Of the 12, I might add, there are 4 who have either applied for an 
operating subsidy agreement or have indicated their definite inten- 
tion to make such application. 

So the final residue, if these applications are filed, is quite small. 

Mr. Casey. Of course, we are not talking here about tramp-ship 
companies. 

Mr. Hocnrerp. No; we are not. 

Mr. Casey. We are talking here about lines that operate on regular 
routes. 

Mr. Hocnretp. Regularly scheduled services. 

Mr. Casry. The lines that are left are those which depend for their 
existence upon what? In other words, how can they survive ? 
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Mr. Hocurexp. I think that question has to break down into two 
arts, too, Counsel; namely, first, how did they survive, and second, 
ow do they intend to continue to survive ? 

With respect to survival, as one operator has characterized it, if the 
climate is right they can continue to operate, but in that continuation 
of operating I don’t believe they are making sufficient profits to permit 
them to replace their equipment at four times the initial cost. 

With respect to the climate, if the Government’s military movements 
are high, if the FOA and other Department movements are high, if 
the rates are compensatory, they can make and have made profits. 
However, in doing so, they enjoy weiuieens which are not afforded 
the subsidized operator, namely, the privilege of flexibility, of being 
able to carry cargo from point to point, rather than servicing the 
required ports and required areas that are called for under the oper- 
ator’s operating differential subsidy agreement. 

But I must emphasize that from what I have seen and heard, I 
don’t believe their returns are such as would permit them to replace 
their fleet at current-day prices. 

Mr. Casey. Is that the reason you have received applications re- 
cently from the nonsubsidized lines 4 

Mr. Hocureip. That is my belief, sir. 

Mr. Casey. Are the applications which you received from com- 
panies which traditionally have been nonsubsidized lines 4 

Mr. Hocurenb. Yes, sir. When you say applications, Mr. Casey, 
] am sure you mean applications or intent to file applications. 

Mr. Casey. What does that mean? Just preliminary discussions ? 

Mr. Hocuretp. No. We actually have a letter in our hands indi- 
cating that they are in the process of preparing an application or that 
they intend to apply if their service is considered an essential serv- 
ice by the Maritime Administration. 

Mr. Casey. Is it public information what lines apply or intend 
to apply ? 

Mr. Hocurerp. I think so. Would you like to have the names? 

Mr. Casey. Yes. 

Mr. Hocuretp. South Atlantic Steamship Co. has applied. Is- 
brandtsen and States Marine have indicated—— 

The CHairman. As you go along, will you state for what routes 
they have applied, and what existing subsidized routes or lines they 
will duplicate ? 

Mr. Hocuretp. Yes, sir. 

Mr. Casey. Possibly as background for that. Mr. Hochfeld, you 
might bring out the trade route concept generally. In other words, 
under the 1936 act would you describe what the trade route concept is. 

Mr. Hocurevv. Before I deal with the applications ? 

Mr. Casgy. Yes. Then we will get to the applications and show 
how they dovetail with the other lines already on the trade routes. 

Mr. Hocurenp. The trade route concept is based on section 211 of 
the act, namely, that an operator shall render a regularly scheduled 
service, sailings in sufficient quantity and with suflicient regularity to 
provide proper service to the shippers, and with ships which meet the 
needs of the service. 

In connection with those applications we have on hand, South 
Atlantic Steamship Co. has applied for a subsidy from South Atlantic 
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area to the Continent. That, to my knowledge, does not duplicate 
any established American operator. 

With respect to the other three, we have their intention to apply. 
States Steamship has indicated its intention to apply. It is operat- 
ing in trade routes 29 and 30, which is the California and North 
Pacific to the Far East. With respect to other operators in that trade, 
we of course have among the subsidized lines the American Mail 
Line, which is servicing trade route 30. We have three other operators 
servicing trade route 29 among the subsidized. We have Pacific Far 
East Line, American President Lines, and Pacific Transport Lines. 
We also have other nonsubsidized operators, such as Waterman and 
others. 

We also have the intention of Isbrandtsen for a subsidy in the 
around-the-world service. American President Lines runs a subsi- 
dized service in the around-the-world service, but it goes westbound. 
Isbrandtsen is applying for a subsidy eastbound. In that service we 
have a nonsubsidized operator by the name of Isthmian, which is 
subsidiary, incidentally, of United States Steel. 

We also have the intention to apply for a subsidy from States 
Marine Corp. Their application will probably—I haven’t seen it- 
be in three parts. Part 1 will be a subsidy in trade route 30, which 
I touched upon. That is the one on which American Mail is an 
applicant. Part 2 will be an application for subsidy in trade route 
29, which I have also touched upon, and that is the one where we 
have Pacific Far East Line, Pacific Transport Lines, and American 
President Lines, as well as other nonsubsidized operators. It is quite 
possible that States Marine when it does apply may seek a privilege 
to join the two services and that they can render service to both 
areas, namely, the North Pacific and ¢ atifoniis. However, we have 
no official advice in that regard. Their third and major service 
would be the tricontinent service which the Administrator recently 
found to be an essential service. 

If I may divert for a moment on that point, the Administrator 
made such a finding, published his tentative finding in the Federal 
Register, inviting the comments of all interested parties, and we 
have received many letters from existing operators. We are now 
evaluating those letters in order to make appropriate recommenda- 
tions to the Administrator for his final action with respect to that 
service, 

The tricontinent service is essentially this, and I hope I am not 
oversimplifying it. It is essentially a service from the Atlantic as 
well as from the gulf to the Far East, with privileges for topping 
off in the Pacific. 

Stopping at that point, we now have United States Lines rendering 
service from the Atlantic to the Far East, and from the gulf we have 
Lykes rendering service from the gulf to the Far East. With respect 
to topoff privileges on the Pacific, we have trade route 29 which 
touched on. 

On the way back, coming back from the Far East, depending upon 
what the contract finally says, either they will go to the Pacific where 
they will load cargo for United Kingdom and C ‘ontinent which doesn’t 
duplicate any existing service prov vided by anyone, or they will go 
directly to the gulf and to the Atlantic to begin a voyage anew to 
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the Far East. Coming back from United Kingdom and Continent, I 
don’t know whether the intention is to come back in ballast or to 
bring cargo homebound. They will then go either to the Atlantic or 
the cult where they will start anew their Far East service. 

It carries cargo from all three coasts of the United States to the 
Far East. It brings cargo from the Far East to all three coasts. It 
carries cargo from the Pacific to the United Kingdom and the Con- 
tinent. issentially, I believe that is what comprises the triconti- 
nental service. 

Mr. Casey. Is that a new trade route? 

Mr. Hocurretp. Mr. Casey, you wouldn’t consider it a new trade 
route, because it actually is moving cargo on existing trade routes, 
possibly as many as a dozen existing trade routes. The question there 
was, was that kind of service a desired and essential service. 

The CuairmMan. On what basis would you determine it as essential 
ind in keeping with the intent of the legislation ? 

Mr. Hocurenp. The determination, as I said, was a tentative one, 
ir. There has been no final determination. 

The Cuairman. It has been approved. 

Mr. Hocureip. Tentatively approved, subject to publication in the 
Federal Register and the comments of all parties. We have the com- 
ments of all parties 

The Cuarrman. Tell us how it was determined tentatively to be 
essential. 

Mr. Hocuretp. Basically on the principle that it was rendering 
service in essential trade routes. The service from the gulf to the 
Far East is an essential service. The service from the Atlantic to the 
Far East has already been an essential service. The service from the 
Pacific to United Kingdom and Continent is an essential service. So 
a combination of essential services should also be considered an essen- 
tial service. That was the basic thinking behind that tentative deter- 
inination. 

The Cuatrman. Is it customary to route cargo from the Far East 
ross the Pacific and then across the Atlantic to the United King- 
dom ¢ 

Mr. Hocuretp. To my knowledge, I don’t know whether 

The CHarrman. Is this an entirely new thing? 

Mr. Hocurexp. To answer your question, I don’t know offhand. If 
you would like—— 

The CuarrMan. Is it essential on that account? 

Mr. Hocureip. You asked whether it was a customary service to 
oute cargo that way from the Far East to United Kingdom and Con- 
tinent. I don’t know. Essentially, they would be picking up cargo 
from the Pacific to go to United Kingdom and the Continent ; not cargo 
from the Far East, but from the Pacific to the United Kingdom and 
Continent. There is no other existing operator rendering a scheduled 
-ervice from the Pacific to the United Kingdom and Continent. They 

e the only ones, to my knowledge. 

"The Cuairman. How much would this cost additionally to the 

outes now established ? 
Mr. Hocurerp. All these applications? 
The CiatrmMan. This tricontinent proposition you are discussing. 
Mr. Hocurexp. I don’t believe I have the figures readily available, 
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The Cuatrman. What is the potential cost? What did you think it 
would cost ¢ 


Mr. Hocurerp. I do not recall, sir. 

The Cuarrman. Would this be an effort to secure existing cargo 
from foreign operators or from American operators ¢ 

Mr. Hocuretp. My own opinion is that it would be an effort to con- 
tinue to carry cargo on American-flag ships. 

The Cuamman. Cargo which is already being carried on American- 
flag ships. How would that affect the recapture provisions? Would 
that not reduce the possibility of recapture among those operators al- 
ready operating on a subsidy ? 

Mr. Hocurerp. If you assumed that the cargo carried by States 
Marine—if you assumed, No. 1 

The Cuairman. You have built up a triple operation out there al- 
ready. Now you have the fourth. This is the fourth operation. 

Mr. Hocureip. First, I think you would have to assume that States 
Marine, if it did not get a subsidy, would go out of business. I do not 
think that is a safe assumption. The probability is that they may go 
under foreign flag and continue to carry the cargo they are now carry- 
ing, in which ease it would not help particularly the other American- 
flag operators. 

The Cuatrman. T have to agree with you to some extent. Are we 
bettering the condition or are we making it more expensive ? 

Mr. Hocirerp. We are bettering the American merchant marine at 
a higher price. 

The CuatrmMan. But the possibility of remuneration to the owners 
of the existing lines and the additional cost to the Government is less 
on one and greater on the other, is it not ? 

Mr. Hocurerp. I would not categorically answer that, sir. I could 
not categorically answer that. 

The CHarrmMan. Does it contemplate all this duplication on subsi- 
dized trade routes? 

Mr. Hocureip. I suppose that question should more properly be 
addressed to the General Counsel. However, I will not beg off. I see 
nothing in the act, from a lay reading of the act, which would pre- 
clude such service from being subsidized. 

Mr. Casry. In other words, what we are talking about here is the 
practice of double tracking and triple tracking. I think the best illus- 
tration of it is in trade route 29 where, in the booklet you have fur- 
nished us, there are already four subsidized lines, considering Ameri- 
can Mail Line among them. I do not know whether that should be in 
there or not. 

(The booklet, Review of Essential U. S. Foreign Trade Routes, 
will be found in appendix on p. 305 and ‘supplementary detail will 
be found in committee files.) 


Mr. Hocuretp. Three on trade route 29. American Mail is on trade 
route 30. 

Mr. Casry. You have it listed as 29. 

Mr. Hocurerp. Trade route 29, homebound, sir. They bring cargo 
homebound. 

Mr. Casey. To the extent that you reduce the revenue of an existing 
subsidized line when you subsidize an additional line, in effect you are 


reducing the recapture and merely subsidizing competition among 
American-flag ships. 
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Mr. Hocurerp. If you assume, sir, that an applicant who applies 
for a subsidy on such a double- senate proposition will go out of busi- 
ness if not granted a subsidy, yes. 

Mr. Casey. Let me ask you this: Is it not a fact that when you grant 
a subsidy to a new applicant, you must make a determin: ition that the 
existing service on that route by an American-flag operator is in- 
adequate ¢ 

Mr. Hocurexvp. Not if the operator is ; considered an existing oper- 
ator under 605 (c) of the act. That finding is made when the operator 
is not considered an existing operator. 

Mr. Casey. Let me read 605 (c). It says: 

No contract shall be made under this title with respect to a vessel to be oper- 
ated on a service, route, or line served by citizens of the United States which 
would in addition to the existing service, or services, unless the Commission 
shall determine after proper hearing of all parties that the service already pro- 
vided by vessels of United States registry in such service, route, or line is inade- 
quate, and that in the accomplishment of the purposes and policy of this act 
additional vessels should be operated thereon 





Do I have to continue, or does that part stand by itself? 
Mr. Hocurexp. I think you have to continue, sir. 
Mr. Casey (continuing) : 
And no contract shall be made with respect to a vessel operated or to be operated 
in a service, route, or line served by two or more citizens of the United States 
with vessels of United States registry, if the Commission shall determine the ef- 
fect of such a contract would be to give undue advantage or be unduly prejudicial, 
as between citizens of the United States, in the operation of vessels in competi- 
tive services, routes, or lines, unless following public hearing, due notice of 
which shall be given to each line serving the route, the Commission shall find 
that it is necessary to enter into such contract in order to provide adequate serv- 
ice by vessels of United States registry. 
Do I have to continue further ? 
Mr. Hocurexp. No, sir. The first part of what you read deals with 
services which are in addition to existing services. Again, this is 
something you quite properly should address to the General Coun- 
sel’s office. As I understand it, if it is in addition to an existing serv- 
ice—and I could best illustrate it. Suppose an operator never oper- 
ated in trade route X, and he wanted to apply for a subsidy in trade 
route X, he would then be providing a service that he never rendered 
in that trade route. Under those circumstances, there would have to 
be a demonstration that the American-flag participation in that serv- 
ice was inadequate. 
However, let’s take the next situation which is embodied in the sec- 
ond part of what you read. If an operator has been operating “x” 
number of ships for 5 or 10 years in a particular service, it is then 
considered an existing service, and under section 605 (c) there would 
have to be no finding that the service was inadequately covered. 
Again I say I think you had best address your question to the Gen- 
eral Counsel’s office, but that is my underst: anding of 605 (c). 
Mr. Casey. The whole question addresses itself to operating sub- 
sidy contracts. In other words, it is a limitation on the situations 
under which a new operating subsidy contract may be executed. 
Mr. Hocnrexp. Section 605 (c) determines merely that there is no 
bar to a grant of subsidy contract. Section 601 establishes the condi- 
tions under which the contract shall be executed. 
The Cuamrman. The first dual operation was prior to World War II. 
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Mr. Hocurerp. Yes, sir. 

The CuarrmMan. When it was found that a then contract holder 
needed additional ships, and he refused to put on the additional ships 
and supply the additional service, a dual contract was issued. Then 
in 1947 and 1948, another application was made and the then con- 
tractor, which was Moore-McCormack, said that they would supply the 
service, but the dual service was then put into effect in that case— 

Mr. Hocure.p. That is right, sir. 

The Cuatrman. Notwithstanding the fact that they would supply 
the service. 

Then in 1952 there was triplicate service on an existing trade route. 

Mr. Hocurevp. Effective January 1, 1953. 

The Cuatrman. That is right. 

Then we have another case where there is an additional duplication 

‘ triplication. 

Then we get over to this Tri—what do you call it ? 

Mr. Hocure.p. Tricontinent service, for lack of a better word. 

The CuarrmMan. You are just going to cross and run all over them. 

Mr. Hocureitp. About a dozen trade routes. 

The Cuarrman. I want to know what the criteria are for putting 
on additional routes. It is very expensive. We talk about the opera- 
tor replacing his fleet. How is he going to replace his fleet unless he 
is protected in his route so as to accumulate surplus profits which he 
can invest in buying new ships’ If he just keeps putting them on, it 
is competition among themselves. 

I asked the original question, Would the additional business come 
from foreign or the existing American-flag operator! I want to 
know what the philosophy is and how you base this continuation of 
duplicate and triplicate operations. 

Mr. Hocnureip. As you have indicated, Mr. Chairman, the triple 
tracking of APL, PTL, and PFEL in 1953 was the first case of triple 
tracking. But there had been two others in the instance of double 
tracking prior to that time. 

Also, subsequent to the A. P. L., P. T. L., and P. F. E. L. there has 
been a double tracking effective January 1, 1954, in the case of Lykes 
& Bloomfield. 

The Cuarrman. That is the reason I asked. Does this set a prec- 
edent ? 

Mr. Hocuretp. The first case was Seas & Farrell. 

The CuairmMan. That case was back in 1940. Did that set a prec- 
edent ? 

Mr. Hocurexp. The first case of double tracking was in 1940, in the 
case of Seas & Farrell. 

The Cuarrman. I can understand that. That was when the opera- 
tor would not put on additional ships. I can understand that well. 
Where the existing operator was willing to put on additional service, 
that is when you broke the precedent, is that correct, and it is being 
continued today. 

Mr. Hocuretp. Sir, I do not know whether there was a precedent 
established that was broken. More properly, the question should be 
asked of the Federal Maritime Board. 

The CHarrman. Was there a legal opinion on this? 

Mr. Hocurep. I do not know, to my knowledge, sir. 
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The CuatrMan. How long have you been with the Maritime Admin- 
istration ? 

Mr. Hocurerp. I have been with Maritime since 1942. I have been 
connected with operating subsidies and other subsidy matters for a 
little over a year. 

The CuarrMan. You were here when this took place. 

Mr. Hocurexp. I was in an entirely different field of activity unre- 
lated to subsidy. 

The CuarrMan. Iam not asking this in a critical manner. 

Mr. Hocurexp. I know that. 

The Cuatrman. I can see that there are others who want to get in 
this Fe cat” position that the Appropriations Committee ofter 1 speaks 
cf, I do not say that disparagingly. I think that is a disparaging 
remark to make about them. But nevertheless, some position has to 
be taken to try to get these operators themselves in a better financial 
condition so as to replace the fleet. 

Mr. Hocnrevp. All I can say on the subject, sir, beyond what I have 
already said, is that the question of double and triple tracking is truly 
1 matter of Federal Maritime Board policy. 

The Cramrman. How has it affected the recapture position of the 
original subsidized companies? You have the figures and charts on 
that. 

Mr. Hocureip. To do an intelligent job of that you would have to 
develop a static situation. Certainly the rec apture of some of these 
companies has reduced. In my own personal opinion the reduction has 
been attributable to a reduction in cargo movements. To what extent 
the reduction is attributable to double or triple tracking, I would not 
be able even to estimate, because you have to assume a static situation. 

The CuatrMan. Has it increased the total traffic ? 

Mr. Hocureip. I would say it did, but how much, I could not say. 

The CHarrMan. On a percentage basis, then, has it increased it in 
accordance with the increase of the additional subsidy ? 

Mr. Hocuretp. I could not give you any figures on that. 

The CHarrman. Why could we not get them / 

Mr. Hocurexp. I do not see how we could develop figures like that 
for the simple reason that you would have to assume a static situation. 
There has been a marked decline throughout all trade routes of Amer- 
ican-flag participation. Whether there was double or triple tracking 
or not, there has been a decline. To what extent this economic decline 
has been attributable to double tracking would be a most difficult thing 
to conjecture on. 

Mr. Casry. Is it not a fact that in these operating subsidy con- 
tracts the existing operator commits himself, when he signs that 
contract, to put on additional vessels if they are needed ? 

Mr. Hocure.p. Not in the contract, no, sir. 

Mr. Casey. Not in the contract ? 

Mr. Hocurterp. No, sir. 

Mr. Casry. What is the situation in that regard? 

Mr. Hocurexp. The replacement obligations—— 

Mr. Casey. Not replacement. I am talking about additional serv- 
Ice, 

Mr. Hocurexp. As I see it, section 606 (3) of the act would call for 
that. However, again I would ask that the General Counsel’s Office 
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be invited to render an opinion as to whether section 606 (3) of the 
1936 act permits us to accomplish what you indicated. It would be 
my personal opinion that it would. 

Mr. Casey. I asked you whether or not it is in the contract. You 
can see whether it is in the contract. There is no such provision in 
the contract ¢ 

Mr. Hocureip. Let me say this: The contract quotes this statutory 
language. 

Mr. Casey. Mr. Metz, do you construe that these subsidy contracts 
obligate the operator to operate additional vessels if it is determined 
that they are needed on a route? 

Mr. Eimer E. Merz (Assistant General Counsel, Maritime Ad- 
ministration). It provides that the contractor shall provide adequate 
service. I think under that we would have a right to request it, but 
then it would come to whether or not the operator could meet that 
demand, too. Just as the Chairman said, to put on new vessels 
or adequate vessels, as in the case of F: arrell & Seas, answering your 
question specifically, I think we have the right under the contract to 
request an operator to put on additional vessels to meet the trade. 

Mr. Casry. You can request anything, but do you have a right to 
require the additional vessels? 

Mr. Merz. Legally, yes, but I am thinking of the practical aspect 
of the thing. 

Mr. Casey. Does he have a performance bond which he executes 
in connection with these operating subsidy contracts ? 

Mr. Merz. He has, yes. 

Mr. Casey. If you request him to put on additional vessels and he 
fails to do so, would that be considered a breach that would enable 
the Government to proceed against the performance bond? 

Mr. Metz. I would assume so. 

Mr. Casey. Actually, then, there is a legal obligation upon the 
operator to furnish additional vessels if you request them. 

Mr. Merz. I think so. 

Mr. Casry. So if an operator is in a position to supply additional 
vessels on a route which is not being adequately serviced by American- 
flag ships, there is the alternative of either putting another operator 
in there and subsidizing him from the beginning, or requesting addi- 
tional vessels from the existing operators. 

Mr. Merz. I think that is right. 

Mr. Casey. Do you know whether or not a legal opinion was ren- 
dered at the time the precedent was establis and I distinguish 
also between the Seas & Farrell case in 1940 and this case in 1947— 
as to the authority under 605 (c) to subsidize an additional operator 
on a route which is already being serviced by an operator who either 
had adequate service or was ready, willing, and able to supply addi- 
tional vessels? 

Mr. Merz. I do not know whether in 1938 there was a written 
opinion, but it is my understanding that Max O’rell Truitt. was Gen- 
eral Counsel at that time, and that he did confirm the action of the 
Commission and agreed to it, and at least orally agreed that the Com- 
mission did have the legal right to grant the other contract. 

Mr. Casry. Was this back in 1938 ? 

Mr. Mertz. I think that is right, at the time of the Seas & Farrell 
case. 
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Mr. Casey. In the Seas & Farrell case we have the situation where 
presumably you made a determination that the route was not being 
adequately serviced by United States-flag vessels, and that the eyist- 
ing operator either was unwilling or unable to supply additional 
vessels. 

But let’s get to the other situation where the existing operator is 
ready, willing, and able to supply additional vessels. Do you have a 
legal opinion on that ? 

Mr. Merz. I am not certain. Just a moment. I am asking Mr. 
Lisi. 

I am told that we had no legal opinion as such, except when we 
pass on the application itself we also pass on the other applications. 
To that extent, of course, we do have, because the General Counsel in 
each case rules that there is no legal objection to the recommendation. 
To that extent we have. Other than that, I understand we have not. 

Mr. Casry. So each time an application comes up, when you put 
your initials on it that is in effect a determination that there is no 
legal objection to the double and triple tracking ? 

Mr. Merz. That is true. 

Mr. Casry. Of course this practice has operated—I suppose Mr. 
Hochfeld is in a position to answer this—to increase the subsidy bill 
of the Government. 

Mr. Hocuretp. Oh, yes. 

Mr. Casry. There is no question about that. 

Mr. Hocurerp. There is no question about that, sir 

Mr. Casry. You are unable to say whether the increase is attrib- 
utable wholly to the direct payments, or whether it is also attributable 
to the fact that there is a reduction in the recapture. 

Mr. Hocurevp. That is right, sir. 

Mr. Casry. How many trade routes are there ? 

Mr. Hocurerp. Thirty-three and the around-the-world service. 

Mr. Casey. Are you constantly on the watch for new trade routes? 

Mr. Hocureip. I would say yes. Our present efforts are geared to 
a review of the existing trade routes. We are doing some work in 
the field of additional trade routes, but our emphasis up to now has 
been on an examination of the existing trade routes. 

Mr. Casey. Are all 33 trade routes being serviced today by at least 
| subsidized line? 

Mr. Hocurerp. No, sir. I have some figures I might be able to fur- 
nish you on that. 

Of the 33 pee trade routes, 12 are serviced only by—when I say 
“only by,” I am examining in the field of United States flag opera- 
tions—are a only by subsidized operators; 17 of the 33 are 
serviced by subsidized and nonsubsidized operators. On one we have 
no American-flag operator, the one to Mexico. On three we have only 
nonsubsidized operators. 

Mr. Casey. Is any effort being made on the part of the Maritime 
\dministration to try to induce some of these lines that want a sub- 
sidy to get into a route that is not being serviced by any American- 
flag operator, or to establish a new trade route? 

Mr. Hocnreip. Yes, we do that. We are attempting to develop 
American-flag service to Mexico. We have discussed it with a couple 
of the existing operators. 
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Mr. Casey. What facilities do you have for examining into the 
possibilities of new trade routes ¢ 

Mr. Hocuretp. We have an Office of Statistics and Special Studies 
which furnishes us data based upon cargo data which they develop 
from the so-called 7801’s and 7802’s which are filed by all operators 
touching our ports. We have data from that office as to the actual 
movements in the foreign commerce. 

We also have available to us information from Census with respect 
to commodity movements. Based upon that data and such other data 
as We may acquire, such as through the engineers on domestic service, 
we attempt to make an intelligent analysis of service requirements, 
review of existing services, and other related areas. 

Mr. Casey. For example, has any consideration been given to the 
possibility of a trade route being developed if the St. Lawrence sea- 
way is completed? In other words, what possibilities will be there’ 

Mr. Hocuretp. We started on February 1 in that study. 

Mr. Casey. To study the possibility of ocean traflic going through 
the St. Lawrence seaway ¢ 

Mr. Hocureip. Through the St. Lawrence seaway, that is right, 
sir. 

Mr. Casey. Have you proceeded far enough to decide whether or 
not the seaway will be big enough to carry the kind of ships which 
will be necessary ? 

Mr. Hocurep. My office hasn’t proceeded in that direction. 

Mr. Casey. Of course, in that kind of situation you have to start 
from scratch, so to speak, without any statistics available as to the 
amount of cargo or anything else. 

Mr. Hocurenp. We have already requested a mass of statistics 
from the Office of Special Studies. We have given them a detailed 
breakdown of the kinds of statistics which we would need to make an 
intelligent analysis of the essential trade-route requirements that 
would | grow out of the St. Lawrence seaway development. 

As I say, we started the study on F ebruary 1 of this year, and we 
hope to have something completed on that by the end of this year. 

Mr. Casey. In establishing a route of that kind, would an effort 
be made to have the ships touch Atlantic ports, as far as possible, 
which do not compete with existing services / 

Mr. Hocurei. Frankly, Mr. Casey, I just don’t know the answer 
to that. My mind is completely open on that whole subject. As a 
matter of fact, I have little knowledge of movements in the Great 
Lakes area. I could not prejudge a situation like that at this moment. 

Mr. Casry. How long have these 33 trade routes been in existence / 
Are they substantially the same trade routes which were in existence 
in 1936? 

Mr. Hocurerp. Essentially, they are the same trade routes which 
have been in existence since 1936. The first full, formal review was in 
1946. There were reviews in 1930, and I believe there were some in 
1936. The 1946 review was a full-fledged approach to the problem, 
with the resulting publication of the services. However, in consider- 
able measure the essential services started back in 1930. 

Mr. Casry. Are these subsidized lines confined to these trade routes / 

Mr. Hocureip. They are confined to the services which are de- 
scribed in their contracts. A service may cross several trade routes. 
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By the term “trade route” itself, we merely mean that from the 
Atlantic to the east Coast of South America is a trade route, but then 
we have to take it a step further. What kind of service should the 
operator render, namely, what ports should he touch, what countries 
should he serve, how many ships shall be have, and how frequent shall 
his sailings be? When we reach that point, then we describe that as 
an essential service, and that is the service which is spelled out in the 
contract. The operator must stay within that service as specified in 
the contract. 

Mr. Casey. That is both a minimum and a maximum, is it ? 

Mr. Hocnuretp. Minimum and maximum sailings. 

Mr. Casry. You do have minimum and maximum sailings? 

Mr. Hocurerp. Yes, sir, we do, for each operation. 

Mr. Casry. It has been suggested that the act might be amended 
to afford more elasticity to the trade route in order to give the opera- 
tors some leaway in seeking out new business and to increase their 
revenue, and thereby reduce the amount of subsic dy necessary. Has 
Maritime given consideration to that possibility ? 

Mr. Hocureip. There has been no formal consideration given to 
that possibility, to my knowledge, by the Federal Maritime Board. It 
is my personal view that greater flexibility should be afforded, but then 
vou get again into the same problem area as double tracking and 
triple tracking, where an operator desires flexibility which will en- 
croach upon somebody else’s service. So it raises the same policy 
questions in a measure. 

Mr. Casey. Except that here you are not putting additional opera- 
tors into the business. You are just letting them take whatever busi- 
ness they can find and only subsidize the : existing operators. 

Mr. Hocuretp. But if you permitted, for instance, an operator 
serving the California ports to have the privilege of going to the 
North Pacific, I would be inclined to believe that the North Pacific 
operator would be contending that that would be double t vechuia. 

Mr. Casey. I don’t understand. Double tracking at the time yo 
first established that he would have some leeway ? 

Mr. Hocure. No; in that you are now having an additional oper- 
ator servicing Trade Route 30. Similarly, if an operator serving the 
Atlantic did not have the privilege of servicing the gulf on the way, 
let us say, to the Far East, and you then considered giving him 
that privilege of servicing the gulf, the operator who presently services 
the gulf w ould similarly believe that that would be double tracking the 
existing service. As I say, it raises many questions which are some 
what parallel to the problem of double tracking and triple tracking. 

Mr. Casey. Of course, there is an intermediate situation. 

Mr. Hocureip. There is an intermediate situation. There is no 
question about it. 

Mr. Casry. In other words, you can give leeway with limitations 
that certainly would overcome some of the objections to double track 
ing and triple tracking. 

Mr. Hocuretp. I agree that there are intermediary measures, and 
I would agree that those intermediary measures are so easily possible 
of attainment that consideration might well be given to some greater 
flexibility. 

Again there, I don’t know whether the industry itself—when I say 

‘industry,” I mean subsidized as well as nonsubsidized—would agree 
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on that point. I don’t even know whether the subsidized operators 
themselves would have a uniform position with respect to greater 
flexibility under the subsidy agreements. 

Mr. Casry. You seem to speak critically of this double tracking and 
triple tracking. Did you mean to? 

Mr. Hocureip. I do not. Far from it. I am not critical of it in 
my own mind. 

Mr. Casey. The Maritime Administration apparently is content 
with the present law and the construction they have given to it legally, 
that it does authorize double tracking and triple tracking. 

Mr. Hocurexp. I am far from critical of it, sir. My only effort 
is to be objective. If my comments have been interpreted as even 
to suggest a critical view to double tracking and triple tracking, it 
was entirely unintentional. Asa matter of fact, I have no such criti- 

cal view. 

Mr. Casry. The only reason I mentioned it was that when I sug- 
gested flexibility in trade routes, your reason for looking askance at 
that was that it would be considered as double and triple tracking, 
and yet that is exactly what Maritime is doing in connection with 
putting new operators on the route. 

Mr. Hocnreitp. My analogy there was more in line with the resist- 
ances and the protests that might be offered existing subsidized as 
well as nonsubsidized operators. As I say, I do not know whether 
the subsidized operators could reach full accord and unanimity of 
thinking on this question of more or less flexibility. 

The Cuamman. When the triple track service to the Far East was 
begun, were new operators put on and subsidized, or were they operat- 
ing as nonsubsidized operators on that same service ? 

Mr. Hocnuretp. Yes, they were, to my knowledge. 

The CuHarrman. And the pioneer subsidized operator then was 
brought into greater competition when the nonsubsidized operator 
in that field found out the going was hard and that he would have 
to come in and get the subsidy—is that about the situation ? 

Mr. Hocnrerp. Generally, yes. 

The Cuarrman. As long as everything was rosy, he did not want 
to subject himself to rules and regulations; but just as soon as it got 
tough, he wanted to get in on it. 

Mr. Hocureip. Yes. But it is similarly true of those who are now 
coming in. 

The Crarrman. I understand that, but is there some protection 
that these people who pioneered the service are entitled to? 

Mr. Hocure.p. Sir, the question is an extremely complex one. It 
is also one which is a matter of Federal Maritime Board policy. How- 
ever, I do not want to beg off the question. I think I can answer it 
in part 

The Cx AIRMAN. What effort did you make, then, to establish sub- 
sidized service on all these essential routes that have no subsidized 
service at the present time, encouraging these people who wanted to 
get in on the subsidy to go into those routes and pioneer in building 
them up? 

Mr. Hocuretp, As a matter of fact, the procedure for an operator 
to acquire a subsidy agreement is so rigorous and so time consuming 
that that in itself is ‘encouragement to remain a nonsubsidized operator. 
very frankly, sir. 
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The Cuarrman. There must be some reason that he wants to get in 
on a subsidized operator’s route instead of going into a route that he 
can pioneer himself. 

Mr. Hocuretp. He is already in that route. 

The Cuatrman. I understand he is. 

Mr. Hocureip. And to some extent he himself has pioneered that 
service. 

The Cuatrman. He is a competitor to the subsidized operator prior 
to this time ? 

Mr. Hocureip. And both have been great competitors of the for- 
eign-flag operations in that service. 

The Cuatrman. When are you going to get to a legal determina- 
tion of whether or not you have a right to do this under the act ? 

Mr. Hocurexp. If I understand Mr. Metz’ comments, I believe we 
have had it. 

The Cuarrman. Oh, you did? You do have it? You mean the 
right of double tracking has never been questioned under the act 
legally ? 

Mr. Hocurep. It has been questioned, but I think the question was 
resolved. 

The Cuatrman. Who resolved it? 

Mr. Hocurexip. I believe the Board, together with the general 
counsel. 

The Cuatrman. Oh, the Maritime Administration. I understand 
that. 

Mr. Casry. So on Trade Route 29, we have three subsidized lines 
now, and I understand you have applications from Isbrandtsen and 
from States Marine Corp. I would imagine that it might be difficult 
to subsidize one of those lines without subsidizing the other on that 
route, would it not ? 

Mr. Hocurexp. They are different applications, sir. The applica- 
tion from Isbrandtsen is an around-the-world service, going east- 
bound. The application of States Marine would be competitive, that 
is, the service of States Marine in the transpacific would be competi- 
tive and is competitive with the three lines that are presently there. 
The service of States Steamship, which has indicated its intention to 
apply, is also competitive with those three which are now on the route. 
But I would like to add that all of them together are competitive with 
foreign-flag operations. 

Mr. Casey. Would Isbrandtsen remain on that route? Can they 
have both subsidized and nonsubsidized operations ? 

Mr. Hocurexp. Yes, sir; under certain conditions. 

Mr. Casry. Are there limitations spelled out in the contract as to 
the nonsubsidized operations ? 

Mr. Hocureip. Under article 11-16 of the contract, it is specified 
that an operator may not engage in nonsubsidized operations without 
prior consent of the Maritime Administration. 

Mr. Casey. Has it always been considered a necessary power and 
function of the Maritime Administration to dictate where he could go 
in his nonsubsidized operation ? 

Mr. Hocurerp. I think it is a necessary function of the Maritime 
Administration. 


Mr. Casey. Why? 
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Mr. Hocureip. You develop situation such as this: Assume the 
Federal Maritime Board has considered a company’s application for 
a subsidy contract in a particular service, as well as in other services, 
Assume further that the Board has granted some of the company’s 
request but not others, namely, the Board felt that there was already 
adequate service in a particular trade route where we had an existing 
subsidized operator. It has been our position that if that applicant, 
having acquired a subsidy agreement on certain services, then attempts 
to operate a nonsubsidized service in competition with a subsidized 
operator, it may be an unfair advantage which he has acquired. It 
may have an adverse effect upon the existing subsidized operations. 
Having such an adverse effect, it might affect our recapture position. 

We in Maritime believe that a subsidized operator should not have 
all the advantages of nonsubsidized operations and all of the advan- 
tages of subsidized operations; that, having the advantages of sub- 
sidized operations, he should not equally share all of the advantages 
of nonsubsidized operations. 

Mr. Casey. You are now talking about all advantages and all dis- 
advantages, but I am talking about only one. If a nonsubsidized 
operator does not have to come to Maritime, if he gets no subsidy 
whatever as far as a particular route is concerned, he is free to go into 
any foreign trade route that he pleases; but once he comes in for one 
subsidized route, then all his nonsubsidized operations are subject to 
control by the Maritime Administration ? 

Mr. Hocureip. That is right. 

Mr. Casey. Is the recapture affected by his nonsubsidized oper- 
ations ¢ 

Mr. Hocuretp. It depends upon where he is running his nonsub- 
sidized operations. If he is running them out of his subsidized serv- 
ices, it does not affect it—unless he takes a subsidized ship and puts it 
out in nonsubsidized operations, in which case, if it increases the 
Government’s recapture, we would include it. If it did not increase 
the Government’s recapture, we would exclude the earnings that the 
operator received from that ship. 

Mr. Casey. It is a fact, though, is it not, getting back to the double- 
and triple-tracking proposition, that in a period of decreased tonnage 
available for American-fl: ag ships, the increase in the number of 
subsidized lines on one particular route decreases the amount of re- 
capture and increases the amount of direct subsidy pay ? 

Mr. Hocurertp. Would you restate your question / 

Mr. Casey. Let me put it this way: Is it felt that of the tonnage 
that is moving out of a particular port, a certain portion of that 
tonnage will go to American-flag ships and a certain portion will go 
to foreign- flag ships? 

Mr. Hocurerp. It breaks itself down into various parts. For in- 
stance, take your 50-50 provision—the fewer American-flag operators, 
the greater the share of the remaining operators. But when it gets 
into other than Government-sponsored cargo, I don’t think it neces- 
sarily follows that a reduction of American-flag operation will result 
in an increase in the carryings of the remaining American-flag oper- 
ators and therefore an increase in the Government recapture and a 
decrease in the Government outlay. It would not necessarily follow. 

Mr. Casey. What I was driving at is this: Take, for example, the 
matter of the passengers out of the port of New York. The number 
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of passengers who travel to Europe out of the port of New York will 
increase or decrease from year to year. I mean, the total number 
going on foreign-flag x ships, and those going on American-fi: ag ships. 
Is there a proportionate increase or decrease in the amount of pas- 
sengers carried by American-flag ships out of the port of New York? 
In other wor ds, if the total number of passengers decreases by 50 per- 
cent, is it fair to say that the American portion of that travel will 
decrease 50 percent ? 

Mr. Hocuretp. No, I do not think it would be fair to say that. 
Sticking with the passenger movement, let us say we have the America 
and the United States providing passenger service in the North At- 
lantic. If a third passenger ship were operated, it is quite possible 
that there might be a decrease in the carriage of the America and the 
United States, but it would not necessarily follow that it would be a 
proportionate reduction. Certainly there are many passengers who 
might be carried on this third American-flag ship who were pre- 
viously carried on the foreign-flag ship. 

Similarly, with the addition of space you might have an increase 
in the overall movement of passengers in the North Atlantic. It 
would be very difficult to appraise mathematically the anticipated 
effect. 

Mr. Casey. In the chart you have furnished the committee showing 
the total dry cargo shipments and receipts in United States foreign 
trade from 1921 to 1951, I believe you have extended the figures, at 
least percentagewise, for 1952 and 1953. Would you explain to the 
committee something about what that chart shows and how the situa- 
tion has increased or decreased for the year ? 

Mr. Hoc HFELD. May I call on Mr. ‘King, of our Division of Trade 

Routes, to giv e you some testimony in that regard. 

Mr. Casry. Yes. I refer to the first page of the blue book, Par- 
ticipation of United States Flag Ships in American Overseas Trade. 


(The booklet above-mentioned will be found in the appendix on 
n, 299.) 


STATEMENT OF ROBERT C. KING, CHIEF, DIVISION OF TRADE 
ROUTES, MARITIME ADMINISTRATION 


Mr. Kine. I am Robert C. King, of the Maritime Administration, 
Chief of the Division of Trade Routes. 

The information shown in the chart was prepared by the same 
office that Mr. Hochfeld has spoken of previously ; n: umely, the Ship 
Statistics and Special Studies ‘Office. It is based on the information 
received by Maritime from each of the United States-flag and each of 
the foreign-flag lines that touch at United States ports and carry 
cargo in United States foreign trade. Some of the information was 
prepared from basic data supplied by the Bureau of the Census in 
order to get a continuation of the total traffic moved over a period of 
years. 

It shows by the heavy black line in the upper portion of the chart 
the total amount of dry cargo traffic moving in United States foreign 
trade year by year from 1921 through 1951. There was the World 
War II period in which the information available was not available 
n whole, and certain blank areas occur there from 1940 to 1942 or 
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1943. It shows the changes in the total tons of cargo moving, depend- 
ing on the amount of foreign trade that moved between the United 
States and foreign countries. 

As we approach more recent years, it is clear that there has been 
an overall increase in the total tons of cargo moving. In other 
words, if you run along the chart until about 1944 or the end of the 
war, 1945, you see an increase beginning; and then there is a ver 
sharp increase until 1947, with a decline in 1948 and 1949, although 
the decline did not bring the total trade down to anywhere near as 
low a level as it had been pre-World War II. 

Then in 1950 and 1951, it shows an increase. Generally business 
held up in 1953 and 1954, although at not as high a level as is indi- 
cated by the top line on the chart. 

The lower line on the chart, not the heavy black line but the lower 
line, shows the amount of cargo carried in United States-flag ships. 
If you will compare that line marked “U. S.” with the upper line 
marked “Total,” it shows that there is close similarity between the two. 
Of course, the difference between what was carried in United States- 
flag ships and the total represents that carried in foreign-flag ships. 

Mr. Casey. Mr. King, you have extended the percentage figures 
for 1952 and 1953. Does that mean that in 1953 United States-flag 
ships carried only 26 percent of foreign commerce ? 

Mr. Kine. That is right. They carried a smaller percentage, but 
at the same time the total tons of cargo carried were roughly in the 
neighborhood of the amount shown in 1951. All that I am saying is 
that there is no question but that a lesser percentage of United States 
foreign trade was carried in United States-flag ships in the most 
recent year, 1953. 

Mr. Casey. Could you explain why it is that we do not continue 
at least to hold our own, percentagewise, with the increase in cargo? 

Mr. Kine. Taking the two major parts of the traffic that compose 
the total United States foreign-trade traffic, we should recognize that 
there are very large quantities of bulk cargo included in “the total 
tons of cargo shown. Generally, the bulk cargo, at least the greater 
portion of the bulk cargo, moves in nonliner or tramp ships, “if you 
wish to call them that, which means that during recent years foreign- 
flag ships have been able to carry bulk cargoes in large qu: intities at 
rates which are remunerative to such ships, and correspondingly 
lesser quantities have been carried in American-flag ships. 

So while the percentage of the whole carried ‘by American-flag 
ships has dropped, it is not necessarily true that either the amount or 
the percentage carried in liner ships has decreased, which are the type 
that have been under discussion here by the committee. It is not 
necessarily true that there has been a corresponding decrease in the 
liner traffic operations. 

Mr. Casey. Do you have any statistics to show how the liner opera- 
tions have fared in this series of recent years? I understand your 
explanation is that our percentage has decerased because we have 
not been able to compete, at least in the tramp market, with the rates 
offered by foreign tramp ships. 

(The above information was furnished later by Mr. Ford and is as 
follows:) 
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UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington 25, D. C. March 11, 1955. 
Mr. RALPH CASEY, 
Acting Counsel, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Casey: During the presentation of testimony by members of the 
staff of the Maritime Administration before your committee on February 23, 
1955, certain questions were asked regarding United States flag participation in 
liner carryings while discussing chart No. 2 of our report entitled “Participation 
of United States Flag Ships in American Overseas Trade.” Reply was made 
that data reflecting the percentage participation of United States flag ships in 
liner service were available and could be furnished promptly. 

The following table sets forth for each of the years 1951, 1952, and 1953 the 
tonnage of dry-cargo shipments and receipts in United States foreign trade by 
liner and nonliner ships, United States and foreign flag separately. Cargo which 
moved from and to the Great Lakes as well as United States Army and Navy 
eargoes are not included in the table. 


Dry-cargo shipments and receipts in United States foreign trade, liner and 
nonliner separately, 1951-538 


[Excludes Great Lakes cargo and U. S. Army and Navy cargo] 





1951 | 1952 1953 
































: i i | — 

Long | Long | a | Long 
tons ! | Percent | tons! | Percent tons! | Percent 
Total, shlpments and receipts......--.---- | 110.4 100 | 99.8 | 100 | 85.9 | 100 
| Lier slit | 46.5 | 42 43.8 | 44 38. 2 | 44 
Total, nonliner- -...-.----------------| 63.9 58 | 56.0 56 47.7 | 56 
ie oS | 45| 100| 48| £10| a ae 
United States flag__................-.- 23.3 | 50 | 21.0 48 14.9 39 
I on de iteannondieadcabanda 23.2 | 50 22.8 52 23.3 61 
ine tee 8 sd to! 68.9 | 100| 660| 100| 47.7; 100 
United Gtetes flee ...........<......... | 20.9 33 11.9 21 8.0 17 
SOU en anaes | 43.0 67 | 44.1 | 79 39.7 83 


1 Millions of tons of 2,240 pounds. 


Source’ 1951-52, Bureau of the Census Reports F T-973-E and 973-I. ( 
Maritime Administration Forms 7801 and 7802. 


- 


‘igures are preliminary.) 1953 


Examination of chart No. 2 of the aforementioned report shows that United 
States flag dry-cargo ship carryings have declined in recent years. In 1951 
United States flag dry-cargo shipments and receipts amounted to 39 percent of 
the total, while in 1952 and 1953 United States flag participation dropped to 33 
percent and 26 percent, respectively. 

In order to bring into focus the extent of United States flag participation in 
foreign trade it is necessary to consider liner and nonliner carryings separately, 
as follows: 


LINER CARRYINGS 


Analysis of liner operations discloses that in 1951 United States and foreign 
flag carryings were virtually in balance, with United States flag ships carrying 
23.3 million tons versus 23.2 million tons carried by foreign-flag lines. In 1952 
the amount of traffic moved by United States and foreign flag dry-cargo liner 
ships was slightly less than in 1951 (43.8 million tons versus 46.5 million tons), 
and foreign flag ships carried the greater portion, 22.8 million tons (52 percent) 
versus 21.0 million tons (48 percent) carried by United States flag ships. In 
1953, total United States and foreign flag liner carryings showed a further 
decrease to 38.2 million tons, with foreign flag ships carrying 23.3 million tons 
(61 percent) compared with 14.9 million tons (39 percent) carried by United 
States flag ships. It will be noted, however, that despite the decrease in liner 
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traffic during 1951-53, United States flag ships carried a greater portion of the 
liner cargo than they did of the nonliner tonnage. 


NONLINER CARRYINGS 


Foreign flag ships in 1951 carried 43.0 million tons of nonliner cargo or slightly 
more than twice the tonnage of United States flag ships, which carried 20.9 mil- 
lion tons (33 percent). In 1952, foreign flag ship participation was higher than 
in 1951, amounting to 44.1 million tons (79 percent), compared with United 
States flag carryings of 11.9 million tons (21 percent). In 1953 there was a 
decline in nonliner carryings of both United States and foreign flag ships. How- 
ever, foreign flag ships carried a greater proportion of the traffic, 39.7 million 
tons (838 percent) compared with 8.0 million tons (17 percent) carried in United 
States flag ships. 

In view of the fact that the greater portion (56 to 58 percent) of all dry-cargo 
which moved during the years 1951, 1952, and 1953 consisted of nonliner (bulk) 
eargo and since United States flag ships participated to a much lesser extent in 
such cargo (33 percent in 1951, 21 percent in 1952, and 17 percent in 1953), the 
overall carryings by United States flag ships (liner and nonliner) are reduced to 
the percentages shown in chart No. 2 of the report under discussion. 

If additional information is required in this matter we shall be pleased to 
furnish it on request. 

Sincerely yours, 
WALTER C. Forp, 
Deputy Maritime Administrator. 

Mr. Krnc. That is certainly true, yes. 

Mr. Casey. In other words, we are pricing ourselves right out of 
the market so far as any carryings are concerned that are “not subsi- 
dized directly by the Gov ernment, is that so? 

Mr. Kine. It is a question of the extent to which an operator wishes 
to engage in a trade in which he will provide regular and frequent 
service with all the other requirements which w ould be necessary in 
order to be subsidized, versus perferring to be in a trade where he 
can operate without restrictions and he either will or will not be able 
to carry large quantities of bulk cargo at rates remunerative under 
the American flag. 

Mr. Casry. But as I understand a great percentage of the cargo 
represented on this chart is bulk cargo. 

Mr. Kine. That is right. 

Mr. Casry. I suppose that a considerable percentage of that is car- 
ried in tramp ships, either American or foreign. 

Mr. Kina. That is right. 

Mr. Casry. To the extent that we do not subsidize tramp ships and 
that they must compete on the world market for this cargo with their 

rates, except in connection with cargo to which the 50-50 law applies, 
this chart illustrates that we cannot ¢ ompete with the foreign ships 
for cargo that is offered on the world market. 

Mr. Kine. That is what it means to me. 

Mr. Casey. And that that situation is getting worse. 

Mr. Kine. I am not prepared to say on ‘that. I simply do not know 
how much of the bulk cargo now moving will continue to move on 
tramp ships versus the ability of the newer larger type ships—I am 
thinking particularly of the Mariner type ship—to carry part-cargoes 
of bulk c: irgo. In other words, as a greater number of new United 
States-flag ships with increased carrying capacity become available 
on important routes, they will carry to a considerable extent bulk 
cargoes. They will also carry general commercial cargo, package 
freight, whatever you wish to “call it, and they will also share in the 
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military cargo or military type cargo available to United States-flag 
ships. 

Mr. Casey. In the last 3 years shown here, 1951, 1952, and 1953, 
the percentage of cargo carried in United States-flag ships decreased 
from 39 percent to 33 percent to 26 percent. 

Mr. Kine. That is right. 

Mr. Casey. I recognize that includes cargo carried on liner services 
and tramp ships. Can you give us the comparable figures for liner 
services only, for those 3 years ? 

Mr. Kina. I cannot bring it up to date on the basis of the informa- 
tion that I have here. I know that we have the basic information at 
the office, and that it could be obtained without much trouble. 

Mr. Casey. Has that percentage generally decreased, held the same, 
or increased ? 

Mr. Kina. I am not sure that I understand the question. Has it 
decreased since 1953, you mean ? 

Mr. Casey. 1951 to 1953. 

Mr. Kine. It has shown what the percentage of carryings have 
been. Are you speaking of bulk cargo now, whether the bulk cargo 
has increased or decreased ¢ 

Mr. Casey. This represents all dry cargo shipments. 

Mr. Kine. That is correct. 

Mr. Casey. I can reconcile the fact that we have been faring worse 
and worse in the overall market because of the competition of foreign 
tramps; but since we directly subsidize the liner services, 1 wonder 
how they fare, because they should be on a competitive parity with 
the foreign ships. 

Mr. Kine. I understand the question. In other words, we would 
have actually to show the total dry cargo carried in liner service. 
That can be obtained at the office. I do not have it with me. 

Mr. Casey. Mr. Hochfeld, on the question of operating subsidy 
rates, do you have a chart there which shows the present situation 
so far as the determination of rates by Maritime is concerned ? 

Mr. Hocurep. Yes, sir. 

(The chart faces this page.) 

Mr. Casey. I am now directing your attention to the progress 
that you have been able to make in clearing up the backlog of operat- 
ing subsidy rates. 

Mr. Hocureip. As at December 31, 1954, 100 percent of 1947 rates 
had been computed; 94 percent of the 1948 rates. Therein lies the 
fact that we still have some work to do with respect to the P. and I. 
rates which we hope to wind up within several months. Were it not 
for the P. and I. rates, we would consider ourselves as having calcu- 
lated 99 percent of the rates. 

With respect to 1949, on the overall we have calculated 85 percent 
of the rates. Omitting the P. and I. rates, we have 99 percent com- 
pleted. 

With respect to 1950, 81 percent complete; but if we omit the P. 
and I. rates, 97 percent complete. 

In 1951, 80 percent complete; omitting P. and I., 96 percent com- 
plete. 

For 1952, 75 percent complete; omitting P. and I. rates, 90 percent 
complete. 
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With respect to 1953 and 1954 rates, which will be the same except 
for certain adjustments, 63 percent complete. Omitting P. and L, 
we would be considered 76 percent complete. 

So in the overall, since resumption of subsidy agreements we have 

calculated 79 percent of all rates. Omitting the P. and I., we have 
calculated 93 percent of all rates. 

The Cuaimrman. What is P. and I.? 

Mr. Hocuregtp. Protection and indemnity insurance. 

The Cuarrman. That is the insurance rate? 

Mr. Hocurerp. That is right, sir. 

Mr. Casry. What is holding up the determination of the insurance 
rates? In other words, you are going back all the way to—— 

Mr. Hocurenp. 1947. 

Mr. Casey. 1947 in fixing the rates for insurance. 

Mr. Hocuretp. There wasn’t anything holding it up. There was 
a question of designating the order in which our work would be 
pursued. We had “considerable work to do on wages, which is the 
highest element of cost as far as subsidy is concerned; storage and 
supplies and repairs; we resolved the hull and machinery insurance 
problem ; and the last to be resolved was the protection and indemnity 
insurance question. We have done, I would say, roughly 85 percent 
of all the work that has to be done on protection and indemnity i insur- 
ance. Asa matter of fact, on five companies we have submitted recom- 
mendations to the board with respect to protection and indemnity 
insurance. On the others we are awaiting additional information 
from the operators before we may make an appropriate recommenda. 
tion to the Board. 

Mr. Casey. Can you clean up these rates all at once, in other words, 
from 1947 to date, once you get the information ? 

Mr. Hocuretp. Yes, sir. 

Mr. Casey. You mentioned that 1953 rates and 1954 rates would be 
the same. Is there some difference in procedure which has resulted 
in that situation ? 

Mr. Hocurexp. Yes. 

Mr. Casey. Would you explain that? 

Mr. Hocureip. Under the most ideal circumstances under our pre- 
vious procedure, before we could come up with a rate for a given year, 
it would be by the end of the year following the year in question, 
which of course would make it difficult for us in hearings, for in- 
stance, to give the Congress the most up-to-date information; it 
would make it difficult for the subsidized operators to file their tax 
returns; it would make it difficult for reports to stockholders to be 
made; it would be difficult in connection with our vouchering and 
auditing procedure. 

After full consideration and after consultation with the subsidized 
operators and with the General Accounting Office, it was determined 
by the Federal Maritime Board that, starting with the year 1954, the 

rates for a given year would be based upon the costs, the competition, 
and all the other factors which affect the rate of the previous year, 
which in effect means that the 1954 rates, except for certain adjust- 
ments in wages where we will eliminate certain bonuses which no 
longer were in effect in 1954 but which were in effect for part of 1953— 
that the rates for 1954 would be the same as the rates in 1953. So 
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when we come up with a 1953 rate presently, we are also coming up 
with a 1954 rate. 7 

Our rates for 1955 will be based upon 1954 data. Our rates for 
1956 will be based upon 1955, et cetera. 

Mr. Casry. So each year you will pick up the lag of the previous 
year and the increase or decrease, whatever it might be, in the subsidy 
rates ¢ 

Mr. Hocurexp. Right, sir. Our objective there again, of course, 
is to - << to come up ‘with a rate for a given year by the close of 
that ye So at the end of the year in question, we—the operators, 
the C Somgrrecn, and all other parties—will know what the subsidy pic- 
ture is. 

Mr. Casry. There is no question about the legality of that pro- 
cedure ¢ 

Mr. Hocurexp. It has been determined to be legal. 

Mr. Casry. It has been determined to be legal ? 

Mr. Hocnrevp. Yes, sir. Again in that regard, a question of that 
kind would best be asked of our General Counsel’s Office. But it 
has gone to the General Accounting Office, and we have a letter from 
the General Accounting Office indicating that there is no objection 
to this procedure. We also have a letter from the subsidized lines, 
from each of the subsidized operators, accepting this procedure. 

Mr. Casey. That procedure should greatly facilitate the fixing 
of the rate at least time-wise. 

Mr. Hocuretp. We will have timely rates, we will have timely re- 
ports, we will have more accurate re ports, we w ill have less estimating 
in any reports we deveiop for the Congress or for other parties. 

Similarly, the companies will have more timely data. They will 
be able to make a more accurate report tax-wise, stoc ‘kholder-wise, 
and, as a matter of fact, probably it will facilitate more intelligent 
consideration by the boards of directors of the actual business on 
hand when they know and have before them more current figures 
which have less of the element of estimating in them. 

Mr. Casry. From time to time there have been reports that Maritime 
on behalf of the Government still owes these subsidized lines a 
considerable amount of money. Do you have any figures as to what 
our outstanding debt is to these lines as a result of past operation / 

Mr. Hocnrep. Yes, sir. 

For the period 1947 through 1954, we still owe the operators 
$112,857,000. 

Mr. Casey. Keeping to round figures here, why do you owe them 
so much ? 

Mr. Hocuretp. I will give you the reasons, but they will not be in 
the order of relative effect. 

We of course are without appropriations presently. 

Mr. Casey. Let’s stop with that one factor there first. How much 
of this $112 million has been approved and is properly owing but 
has not been paid by reason of a deficiency in appropriations 

Mr. Hocuretp. We have on hand vouchers in the amount of $22 
million which we could pay if we had appropriations. There will 
be filed within a matter of days, vouchers for an additional $20 
million included in this figure, for the fourth quarter of 1954 opera 
tions, which we could pay if we had appropriations. 
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So roughly something in the neighborhood of $45 million would 
represent “what we would be in a position to pay within a matter of 
a short time if we had appropriations. Of that $45 million, $22 
million we could pay immediately. 

Mr: Casey. What is this appropriation that you have requested, 
this deficiency appropriation that you have already requested? What 
does that consist of? Is that $60 million? 

Mr. Hocurep. Sixty-five, I believe. 

Sixty, I am told. 

Mr. Casey. What does that represent ‘ 

Mr. Hocurexp. It represents the amount we would require to pay 
all vouchers on hand plus the vouchers which we anticipate for the 
fourth quarter, and the first quarter of next year. In other words, 
vouchers for the fourth quarter of 1954 operations, vouchers for the 
first quarter of 1955 operations, as well as vouchers we already have 
on hand. I believe that is the composition. 

Mr. Casey. I cannot reconcile the $45 million figure with the $60 
million figure. I understood that this $22 million was vouchers which 
you already have on hand, and I assume they have alre: udy been 
approved and administratively audited, which you would be in a po- 
sition to pay tomorrow if you had $22 million; and that in effect you 
have $20 million more in vouchers which in the next couple of days 
or weeks, after they are approved and audited, would be payable. 
What makes up the other $15 million ? 

Mr. Hocurexp. I will be glad to give you the composition of that, 
sir. 

At the time the budget was prepared, the vouchers on hand for 
payment amounted to $20 million. 

Mr. Casey. When was the budget prepared ? 

Mr. HocurevD. January 14, 1955. They estimated vouchers in the 
amount of $20 million for the fourth quarter of 1954, and they esti- 
mated vouchers in the amount of $20 million for the first quarter of 
1955. 

Mr. Casry. I don’t understand, though. Operations for the first 
quarter of 1955 have not been completed yet. 

Mr. Hocureip. No; but the first-quarter operations will be com- 
pleted by March 31. By the end of April we will have billings from 
the subsidized lines. We will be in a position to pay those billings 
before the end of June 1955. We should be in a position to m: ake 
payments on the first quarter of 1955 operations as soon as we have 
the vouchers on hand and we have examined them. 

Mr. Casey. But at least we don’t owe that money yet. 

Mr. Hocnre.p. Not yet. 

Mr. Casey. What accounts for the rest of the $112 million? 

Mr. Hocurerp. Prior-year operations. There again, not in the 
order of their significance, we have caught up with our rate situa- 
tion. There are many rates which are yet to be approved, submitted 
to the Board, and approved by the Board. 

Secondly, there has been a withholding of 10 percent on every year’s 
operations pending final audit by our C yomptroller’s Office. To my 
knowledge, we have not made any final 10-percent payments to any 
subsidized line since 1947, 

Mr. Casey. What is holding that up? 
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Mr. Hocure.D. Your question should appropriately be addressed, I 
think, sir, to the Comptroller’s Office. 

Mr. Casey. The Comptroller’s Office will appear here in the course 
of these hearings. 

How much is that withholding amount? Can you give us any 
rough figure on that? \ 

Mr. Hocurerp. The 10-percent portion ? 

Mr. Casry. Yes. 

Mr. Hocuretp. I could give you a rough estimate based upon 10 
percent of each year’s operations. I can stop to calculate it if you 
would like me to. Otherwise, I will submit it for the record. 

Mr. Casey. Isn’t it about $15 million or $20 million? 

Mr. Hocurevp. I think it would be more. Ten percent for 1947 
would amount to $4 million; 10 percent for 1948 would amount to 
$1.9 million; 10 percent for 1949 would amount to $2.7 million; 10 
percent for 1950 would be $4.6 million; 10 percent for 1951 would be 
$4.1 million; 10 percent for 1952 would be $5.8 million; 10 percent for 
1953 would be $8.8 million. 

Mr. Casey. What else is involved in the final rates? You do pay 
tentatively on the basis of some tentative rate; do you not? 

Mr. Hocrrenp. Yes. The technique now is to make first a 75 per- 
cent payment. That is 75 percent of the subsidy accrual or 90 percent 
of the subsidy Pp ayable, whichever is the lesser figure. If the company 
has received 75 percent of its accrual, in other words, is not in a 
recapture position, and gets 75 percent payment, when the auditors 
complete an audit of the ac aed expenses incurred, the company would 
receive an additional 15 percent payment. When a final accounting 
is made from the profit point of view, the capital necessarily employ ed 
point of view, and recapture point of view—when a final audit is com- 
pleted by the Comptroller’s Office, they then get an additional 10 
a recent payment for the year in question. 

Mr. Casey. So the great bulk of this money which is not available 
or which has not even received any approval whatever from Maritime, 
is the final audit of $32 million, as I get it, out of the $112 million. 
[f you get your appropriation for the $60 million, it will cover $60 
million out of the $112 million. In other words, this deficiency appro- 
pration is $60 million of the $112 million. 

Mr. Hocuretp. If I may reconstruct the figures a moment, we owe 
companies $112.8 million. Of that, $20 million represents fourth- 
quarter vouchers which have not arrived yet, which brings that down 
to $92.8. The final 10 percent would aproximate, say, $32 million— 
did you say $32 million—which would leave a balance ‘of $60 million. 
So I would say that the great majority of the amounts owing to the 
companies would lie in the final audits and accountings. 

Mr. Casry. Let me go back and see if I can simplify this. You 
said $112 million was owing. 

Mr. Hocurexp. Yes, sir. 

Mr. Casey. And that you had aproxim: itely $20 million in vouchers 
for the last quarter of 1954, and $20 million for the first quarter of 
1955. 

Mr. Hocurexp. That is right; but that is not included in the $112 
million. 

Mr. Casry. I see. I understand now. I thought it was. 
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Mr. Hocurexp. Also, I started with the $112 million which we owe. 
I subtracted the fourth quarter, which they have not billed us for 
yet in most instances, which brings us down to $92 million. The 10 
percent final payments, let us say, represents $35 million. I think that 
probably would be close to the final answer. That would bring you 
down to $57 million. On the third quarter of 1954 we were able to 
make only a 20 percent payment because we ran out of money, and 
that meant not paying $17 million that we could have been paying, 
which leaves $40 million. That $40 million represents voucher years 
for which we have made only 75 percent payments pending an audit 
of the subsidizable accounting. I have already subtracted the $35 mil- 
lion. So that $40 million would represent the difference between the 
tentative payment and the 90 percent audited payment that we will 
ultimately make. 

Mr. Casey. So the great bulk of the money which is owing is due to 
a delay in the auditing processes of Maritime. Is this a normal 
situation ? 

Mr. Hocurexp, I think my ollice shares some responsibility for the 
delay, in that there has unquestionably been a delay in final rates. 
I do not think the responsibility is one or the other. I think the re- 
sponsibility is a collective responsibility. 

Mr. Casey. Is there any prospect of this thing being reasonably 
conquered within a short time? 

Mr. Hocuretp. With respect to the rates, absolutely. With respect 
to the audits, I do not know, sir. 

Mr. Casey. Of this amount of money which is owed, who is the big 
creditor ¢ 

Mr. Hocurexp. The big creditors, of course, are the passenger ship 
operators. American Export was the largest. 

Mr. Casey. How much do you owe them ¢ 

Mr. Hocurerp. Our estimate is $22 million as of the end of Decem- 
ber 1954. 

Mr. Casey. Taking American Export Lines, is that outstanding 
debt attributable to these factors that you have outlined to us—the 
delay in fixing the rates and delay in final audits ? 

Mr. Hocurexp. Plus one further factor. At issue is betterments 
on the Four Aces, and by mutual agreement which I believe is re- 
flected in the contract, there has been a withholding of $3 million in 
operating subsidy pending the outcome of that problem. Beyond 
that, there are delays which we have discussed. 

Mr. Casey. I have been w aiting a long time to ask this question. 
Has there been any withholding from American Export Lines on 
account of the controversy over the Jndependence and the Con- 
stitution? 

Mr. Hocuretp. The answer is no. There has never been, to my 
knowledge. 

Mr. Casey. The basis for that is that there is this outstanding 
debt, and there is sufficient protection to the Government anyway # 

Mr. Hocurexp. The basis for that is normal delays, the fact that a 
company cannot bill us for a particular quarter until its accountings 
are in order, the fact that we make 75 percent progress payments pend- 
ing audit, an indebtedness of $6 million or $7 million to American 

ixport Lines, with its operations, would be a normal indebtedness. 
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So it would be our view that we will always owe American Export an 
amount in excess of $6,700,000 were we as efficient as humanly possible. 

Mr. Casey. In the case of American Export Lines, are they bor- 
rowing money and paying interest on it that would not be necessary if 
they had some of this money ? 

Mr. Hocuretp. I believe they have borrowed $10 million. Cer- 
tainly their loan would be substantially reduced were we more current. 
Whether their loan would be completely eliminated, I don’t know. 

Mr. Casey. We have to allow interest on that $10 million as an item 
of expense in connection with recapture. 

Mr. Hocuretp. Yes; but the company is not in a recapture position. 

Mr. Casey: They are not presently in a recapture position? 

Mr. Hocuretp. To my knowledge, they are not. 

Mr. Casry. But should they get into a recapture position, half of 
that interest cost will be absorbed by the United States by way of 
reduction of recapture. 

Mr. Hocurexp. Yes, sir. 

May I check the question of whether American Export is or is not 
in a recapture position ¢ 

They are not in a recapture position. 

Mr. Casey. One last question. Could you spell out why the subsidy 
bill has been increasing steadily through the years? 

Mr. Hocurexp. The figures I will use will be rough estimates. 

I think one of the largest factors behind the increase in subsidy was 
the devaluation of foreign currencies. 

Mr. Casey. Which took place when ? 

Mr. Hocurexp. In most countries, September 1949. In France, I 
believe it was early January 1948. 

Another factor 

Mr. Casry. Could you describe how that worked, how it resulted in 
a dollars-and-cents increase to us ? 

Mr. Hocurexp. In computing rates, we compute, first, the cost in 
foreign currency. We then convert that foreign cost into American 
currency at the official rates of exchange which are furnished us by 
the Department of the Treasury. If the value of foreign currency 
declines the value of the American dollar increases, relatively speak- 
ing, upon conversion of the foreign currency into American dollars, 
you broaden the range of disparity between foreign costs expressed in 
American dollars and the American costs expressed in American 
dollars. 

I can illustrate that if you would like me to, sir, in a concrete situ- 
ation. 

Mr. Casey. I think that might be advisable. 

Mr. Hocuretp. Again I calculated these roughly yesterday at 
home. I took a particular service which was a Pacific to Far East 
service, a C-3 type vessel. The United States wage costs in 1948 were 
$21.798 amonth. The United States wage costs in 1953 were $35,035, 
a percentage change of 60 percent. One of the principal competitors 
in that service in 1948 and in 1953 was Norway. The cost of Nor- 
wegian operations on a C-3 would have been estimated at $7,404 at 
the 1948 rate of exchange. The Norwegian costs in 1953 at the cur- 
rent rate of exchange is $7,359. 
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For subsidy purposes, then, we have a decline in Norwegian costs 
of 4 percent as compared to an American increase of 60 percent. 

I then took the 1953 costs of $7,359 and converted it on the as- 
sumption that the rate of exchange had remained constant between 
1948 and 1953. In 1953, Norwegian costs at 1948 rates of exchange 
are $10,730. That shows a 45 percent increase in costs at Norwegian 
currency unconverted to American currency. 

So devaluation such as that has had a great effect upon the increase 
of the subsidy, in my opinion. 

Mr. Casey. What was the percentage of the devaluation ? 

Mr. Hocurevp. In their particular case, I believe it was 51 per- 
cent; and I believe it was effective September 1949. 

Mr. Casry. What other factors do you have besides devaluation ? 

Mr. Hocnurexp. I believe I mentioned at the last session that the 
introduction of the three large passenger ships—the /ndependence 
and the Constitution which are owned by American Export Lines, 
and the steamship United States in the ownership of United States 
Lines—represents a subsidy accrual of some $12 million a year, which 
was not in effect until more recent years. The subsidization of addi- 
tional operators—and we have five since 1948; Pacific Far East Line, 
Pacific Transport Lines, Gulf & South America, Bloomfield, and 
Pacific Argentine Brazil Line—represents an increase in subsidy of 
some $7 million. 

The increase in wage costs, of course, represents a portion of the 
increase in subsidy. 

The additional ships introduced by existing operators 

Mr. Casey. That increase in wage costs, of course, means an in- 
crease disproportionate to the increase in foreign competing coun- 
tries. In other words, if foreign wages went up in the same pro- 
portion American wages went up, the differential would not be any 
higher and the subsidy would not be any higher. 

Mr. Hocnrenp. That is right. The subsidy measures the disparity. 

Mr. Casry. In other words, it is an increase over and above the 
increase in foreign countries. 

Mr. Hociretp. Yes, sir, but we must temper that with this ques- 
tion of rate of exchange which I touched upon. 

Then of course there were instances where the existing subsidized 
lines added ships to the service, such as United States Lines trade 
route 8, and there have been one or two others. 

I believe, in summary, that represents the margin of increase. 

Mr. Casey. I have no further questions, Mr. Chairman. 

The Cratrman. Mr. Tollefson ? 

Mr. Totterson. I noticed in your pamphlet there, Essential United 
States Foreign Trade Routes, in all except 2 of the 31 trade routes 
listed there were more foreign-flag lines operating than United 
States-flag lines; is that correct ? 

Mr. Hocurrip. That is quite true. I don’t know whether the fig- 
ure is true, but it sounds correct. I am sure it is correct if you have 
checked it. 7 

Mr. Toriterson. That means if another American line is added to 
a particular trade route, the American line would not only be com- 
peting with the other American lines, but the foreign lines, as well. 
Mr. Hocnurep. Yes, sir. , 
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Mr. Totierson. As a matter of fact, most of the competition would 
be directed at the foreign lines because there are more of them. 

Mr. Hocurexp. Considering that the greater portion of foreign 
movements is on foreign-flag vessels. 

Mr. Totierson. When you establish a trade route—let us pick one 
at random here; for instance, trade route 29—I notice serving the 
same area over in Asia are routes 30, 12, and 22. 

Mr. Hocurerp. That is right. 

Mr. Toiierson. Does more than one American-flag line operate 
over route 29 from the area served in the United States ¢ 

Mr. Hocurerp. Yes, sir. Route 12 is the route connecting the At- 
lantic with the Far East, route 22 is the route connecting the gulf with 
the Far East, and route 29 is the route connecting the Pacifie with 
the Far East. 

Mr. Totierson. Route 30 goes farther north ? 

Mr. Hocureitp. No. Route 30 connects the North Pacific with the 
Far East as distinguished from the California ports. 

Mr. TotieFson. Do they serve the same ports over in Asia ? 

Mr. Hocurerp. Generally speaking. More specifically, I would 
have to refer that question to Mr. King. I think he probably would 
be more qualified to answer that in more specific terms. Generally 
speaking, my answer is “Yes.” 

Mr. Kine. Thatistrue. Each of the American lines from the three 
coastal areas of the United States serve generally the same ports in 
the Far East, at least the same major ports. 

Mr. Totierson. I have one other question. In determining the 
wage subsidy, do you or do you not ever drop all the foreign wage 
costs ¢ 

Mr. Hocureitp. We average the foreign wage costs of those lines 
which are substantial competitors with the American operator in 
question. 

Mr. Totierson. You do the same with all the other subsidized items, 
I take it. 

Mr. Hocuretp. Yes, sir. 

Mr. Totierson. That is all. 

The CuarmMan. Mrs. Sullivan ? 

Mrs. Sutiivan. No questions at present, Mr. Chairman. 

The Cuamman. Mr. Allen? 

Mr. Atxen. Mr. Hochfeld, I understood ‘you said if a service was 
double tracked, that would increase the subsidy payment paid by the 
(rovernment. 

Mr. Hocurerp. It most likely would, unless it is assumed that the 
party being put in the service is going to be in a 100 percent recapture 
position ; and further assumed that those who are already in there will 
continue to be in the same recapture position they are currently. 

Mr. Auten. I do not understand the direct tie-up between the 
double-tracking procedure and the amount of the payment. For ex- 
ample, suppose that a service requires 40 ships and the company had 30 
operating and another company brought in 10. You then double 
track the service and you have costs to the Government of subsidizing 
40 ships. Where would that be any different that if you added 10 
ships to the existing service ? 
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Mr. Hocurexp. I think I see your point. In other words, if instead 
of double tracking you asked the existing operator to add the ships 
which are now provided by the nonsubsidized operator, your subsidy 
accrual bill will go up the same measure. Aer 

Mr. Auten. It cho ss no difference under what management it 1s. 

Mr. Hocurexp. It makes no difference as far as subsidy accrual is 
concerned. : 

Mr. Aen. In the discussion of the triple tracking of the Pacific, 
it was indicated that services existed and were then subsidized, but 
was it not probably true that the new managements which decided to 
enter the subsidized services started what had to be an unsubsidized 
service at the outset with the intention always of endeavoring to get a 
subsidy ultimately ? 

Mr. Hocuretp. I know they established a service on an unsub- 
sidized basis. I do not know that it was done with the specific inten- 
tion of ultimately seeking an operating subsidy. 

Mr. Auten. That could have been the case just as much as someone 
already in an existing service coming to a new determination that he 
wished to come under subsidy. 

Mr. Hocurerp. It might well have been a predetermination. 

Mr. Auxen. I think you are required to take a fair and reasonable 
cost as the United States labor cost. Is that true? 

Mr. Hocurevp. The term “fair and reasonable” applies to all costs, 
including labor costs. 

Mr. ALLEN. By what criteria do you establish that the costs which 
you pay are fair and reasonable? 

Mr. Hocure.p. To date, the Board has not established, to my know]l- 
edge, any criteria for determining whether labor costs are fair and 
reasonable. There have been criteria established with respect to 
subsistence, but there are none, to my knowledge, with respect to the 
other elements of subsidy, such as wages, maintanance and repair, 
stores and supplies, and all the other elements. 

Mr. ALLEN. Would it not follow, then, if a wage rate were deter- 
mined by a contractor, reached through colective bargaining, that 
the Board would accept that as being fair and reasonable? 

_ Mr. Hocurerp. Of course, it would be a matter of Board determina- 
tion. To date, in dealing with our present rate recommendations, it 
has accepted them. 

Mr. AuLeNn. In the determination of subsidy with regard to the 
wage factor, do you gather any data which would show a comparison 
between the seagoing labor rates and similar shoreside rates ? 

Mr. Hocurexp. I have not. 

_Mr. Auten. Do you make any such comparison between the shore- 
side rates in the foreign country with our shoreside rates to get the 
percentage of differential ? 

Mr. Hocurevp. I have made no such study to date, sir. 

Mr. Auten. That isall, Mr. Chairman. — 

The Cuarman. Mr. Ashley ? 

Mr. Asuiey. With reference to this chart, which illustrates the 
declining percentage of dry cargo in America’s overseas trade, I note 
that in 1951, 39 percent of the trade was carried in United States 
ships. In 1952, 33 percent. And in 1953, 26 percent. Can you tell 
me how many American ships were subsidized in these years, and 
how much these subsidies amounted to for these years? 
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Mr. Hocure.p. Which were the years you had in your question? 

Mr. Asuury. I had reference to 1951, 1952, and 1953. 

Mr. Hocuretp. In 1951, there were 257 vessels subsidized ; in 1952 
there were 260 vessels subsidized ; and in 1953, there were 272 vessels 
subsidized. 

Would you like the total subsidy accrual for those years ? 

Mr. Asutey. Yes; if you will, please. 

Mr. Hocurexp. In 1951, we estimate.a subsidy accrual of $64 mil- 
lion, a subsidy recapture of $23 million, or a net subsidy payable of 
$41 million. 

In 1952, we estimate a total subsidy accrual of $81 million, a sub- 
sidy recapture of $23 million, and net subsidy payable of $58 million. 

In 1953, we estimate a subsidy accrual of $97.9 million, a subsidv 
recapture of $9.3 million, a net subsidy payable of $88.6 million. 

Mr. Asuiey. In other words, the amount of subsidy paid by the 
United States between 1951 and 1953 has more than doubled; and yet 
the number of ships subsidized has increased by 15. Is that right? 

Mr. Hocurexp. I should like to mention on that point, which I 
think I have overlooked unintentionally, that one reason for an 
increase in subsidy payments has of course been a decline in profits 
with a corresponding reduction in subsidy recapture. 

Mr. Asuiery. That is pretty clear, of course, from the 9.3 million 
recapture. 

Mr. Hocuret. That is right. The accrual has been going up. 
The recapture has been going down. 

Mr. Asutey. That is all for now. 

The Carman. Mr. Van Pelt? 

Mr. Van Pett. In figuring the operations subsidy, are shoreside 
wages included in that? 

Mr. Hocuret. No; they are not, sir. 

Mr. Van Petr. Thatisall. Thank you. 

Mr. Hocurerp. They are included as an element of cost in com- 
puting the Government’s recapture, just as all overhead is included as 
an element of cost. 

The CHatrman. Mr. Mailliard? 

Mr. Mariur1arp. No questions. 

The CuHatrman. Mr. Pelly? 

Mr. Petty. Did I catch from your earlier testimony that an opera- 
tor, to qualify for a subsidy, was precluded from having a foreign 
affiliate ¢ 

Mr. Hocurerp. Under section 804, a subsidized operator, nor his 
affiliates, nor his associates, nor his holding companies or subsidi- 
aries may engage’ in any foreign-flag association without getting a 
prior waiver from the Maritime Administration. 

Mr. Petty. Thank you. 

The CuHarrman. Mr. Chase? 

Mr. Cuase. No questions. 

The Cuamrman. When you answered Mr. Allen’s question as to the 
operator who was operating 30 ships under subsidy and it was deter- 
mined that 10 additional vessels were needed on the route, did I under- 
stand you to say that there would be no difference whether the present 
operator increased his fleet by 10 vessels or a new operator came in on 
the route? 
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Mr. Hocnrexp. All things being equal, namely, the same ships, 
the same manning, the same efficient practices, there should be no 
difference in the total subsidy accrual for the ships. 

The CHarrman. How would it affect the possibility of recapture?’ 

Mr. Hocuretp. Only insofar as the overhead expenses and other 
related expenses are concerned. In determining recapture, we, of 
course, base that upon actual profits, and in determining actual profits 
we base actual profits upon an actual financial accounting of all rev- 
enue and expense. To the extent that the profits and expenses and 
all other things remained equal, there would be no change in the amount 
of subsidy paid. 

However, it is a hypothetical situation, and we would not know to 
what extent there would be a measure of change in these expenses that 
are measured for purposes of recapture. 

The Cuarrman. If there are 30 American-flag vessels and 9 or 10 
foreign-flag vessels operating on route 29, is it your answer that to put 
9 subsidized operators there would cost no more than if you increased 
the present existing subsidized operators that much ? 

Mr. Hocure p. If it is a choice between the operator already in the 
service adding a ship of a particular type, and a new operator adding 
a ship for subsidy, the amount of subsidy accrual will not vary; the 
amount of recapture might vary. 

The Cuarmman. I am always coming back to the recapture, because 
there is a possibility of balance in the operations. 

Mr. Aten. Will you yield? 

The Cuarrman. Yes. 

Mr. Auten. I think this is the point. If the new management were 
smarter than the former management, the profits might be higher 
for the additional 10 ships and the recapture increased. 

Mr. Hocuretp. Conceivably, sir. 

Mr. Atten. Depending on the management. 

Mr. Hocurerp. Conceivably. 

The CuarrmMan. How do you rate the present subsidized operators 
as to efficiency? You brought that subject up. Name them and tell 
us What you require in the way of efficiency. Do you have a depart- 
ment which goes out and surveys them as to whether or not they are 
efficiently conducting their operations ? 

Mr. Hocurerp. Yes, sir, we have such a department. 

The Cuarmman. How do you rate them ? 

Mr. Hocurerp. Of course 

Mr. Asuiey. I did not hear the last answer. 

The CuamrMan. Perhaps we will not require the witness to answer 
that question. 

Mr. Hocnretp. Thank you, sir. 

The Cuatrman, Is there any further question ? 

Mr. ALLEN. May I ask one more question ? 

The CuatrmMan. Yes, Mr. Allen. 

Mr. Auten. About the accumulation of subsidy payments: Is there 
not some effect on the payments for any given year which comes out 
of the fact that during the previous years there has been a high posi- 
tion of recapture which might be lower in a subsequent year, and then 
an average for 10 years might have the effect of increasing payments 
during the subsequent years? 
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Mr. Hocureip. That is correct, sir. 

Mr. Aten. Are we in that situation now / 

Mr. Hocuretp. We are in that situation in the case of many com- 
panies. 

Mr. Auten. Is it true, then, that a good part of the current subsidy 
payments which are payable actually is not tied up in operations this 
year, but also go back to the operations of previous years ¢ 

Mr. Hocurexp. They tie in with the operations of previous years. 
However, we are reducing the recapture that we had shown for pre- 
vious years’ operations. 

In other words, assume an operator is in a 100-percent recapture 
position in the year 1951, the Government recapturing all the sub- 
sidy. Assume the next year he breaks out even and does not earn 
his 10 percent. What we do is average his earnings for the 2 years. 
So on an average basis his net return is 10 percent before we effectuate 
a recapture, in which case there would be a reduction of the recapture 
we had for the first year in question, namely, 1951. 

Mr. Auien. The result of the recapture increases the subsidy pay- 
ment in the second year. 

Mr. Hocure.p. That is right, sir. 

The Cuarrman. How many years is that equalization? 

Mr. Hocurerp. Ten years. 

The Cuairman. That is what I thought. 

Any further questions? 

Thank you. You have made a very fine witness, and we certainly 
appreciate your coming up. 

Mr. Hocurexp. Thank you, sir. 

The CuarrmMan. The committee will adjourn until tomorrow morn- 
ing at 10 o’clock, and the witness tomorrow morning will be Mr. 
McGuire. 

(Whereupon, at 12:15 p. m., the committee adjourned until 10 a. m., 
Thursday, February 24, 1955.) 




























STUDY OF THE OPERATIONS OF THE MARITIME ADMIN- 
ISTRATION AND THE FEDERAL MARITIME BOARD 


THURSDAY, FEBRUARY 24, 1955 


Houser or REPRESENTATIVES, 
CoMMITTEE ON MrercHAaNT MARINE AND FISHERIES, 
Washington, D.C. 

The committee met at 10:40 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The Cuarrman. The committee will come to order. We will pro- 
ceed now with the further hearing of the Maritime Administration. 
The witness this morning will be Mr. McGuire. 


STATEMENT OF CHARLES H. McGUIRE, DIRECTOR, OFFICE OF 
NATIONAL SHIPPING AUTHORITY, MARITIME ADMINISTRATION, 
DEPARTMENT OF COMMERCE 


Mr. McGuire. Good morning, Mr. Chairman and gentlemen of the 


committee. 

I have not prepared any statement with respect to the activities of 
my office, the Office of National Shipping Authority. I thought, if 
agreeable, Mr. Chairman, I would first outline very briefly a little of 
the historical background, the reasons for setting it up, the perform- 
ance during the active period of vessel operation, the present state, 
and then dwell briefly on each of the other major activities within 
the office. 

Mr. Casry. First would you give your full name for the record, 
rlease. 

Mr. McGuire. My name is Charles H. McGuire, Director, Office of 
National Shipping Authority, Maritime Administration. 

Mr. Casry. What was your position prior to the time you became 
Director of the Office of National Shipping Authority ? 

Mr. McGuire. Immediately prior to that time I was Chief of the 
Division of Contract Evaluation, Maritime Administration; prior to 
that, Director of Traffic. 

Mr. Casry. How long have you been connected with Maritime 
agencies ¢ 

Mr. McGuire. In a total of 2 periods of employment, 24 years, sir. 

Mr. Casry. Proceed. 

Mr. McGutre. First, I would state that at about the time the situa- 
tion in Korea became exceedingly difficult, late in November of 1950, 
there developed an increasing concern on the part of various leaders 
in Government over the then developing situation and the possible 
worse one that would follow, and the very definite need for some or- 
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ganization in the civilian end of Government that would be equipped 
to perform what emergency shipping operations were needed and 
would form also the base for the larger structure that might be needed 
in the merchant shipping field of Government if war should come on 
us. 

There were held by the then Maritime Administrator, meetings with 
various leaders in shipping and with union and other groups con- 
nected with the maritime industry, as a result of whiich there evolved 
a plan to set up a National Shipping Authority to operate in that 
field. 

By virtue of an Executive order issued by the President in late 
F ebruary 1951, there was formed a base against which the Secretary 
of Commerce authorized the establishment of the National Shipping 
Authority on March 13, 1951. I was at that time appointed the same 
day to head the organization. 

We started immediately to reactivate and operate vesseis for the 
then most urgent requirements, which were the rather tremendous 
needs of our allies in Europe for coal and other bulk materials neces- 
sary to rebuild their defenses, to build their defensive strength against 
the worst times that might come. 

Additionally, there was then developing a terrible famine condition 
in India which required tremendous amounts of bread grains to be 
sent to that country. 

We reactivated vessels as fast as we could bring them out of a lay-up 
and put them on the loading berth, and we sailed our first vessels in 
less than 2 weeks after the day the organization was formally 
established. 

From that quick beginning we continued to reactivate ships to meet 
the tremendous needs which developed. I have a series of charts 
which will show graphically, and which I will dwell on quickly, cover- 
ing that subject. 

This chart shows that from the middle of March in 1951, we reac- 
tivated vessels as fast as shipyards could handle them. We utilized 
every shipyard in the United States, rising within the first quarter 
after we were established to 189 vessels in operation; rising then up 
to the highest total achieved, in March of 1952, only a little more than 
a year after the organization was established, when we had the maxi- 
mum number of ships in operation, a total of 541 ships under general 
agency operation. 

(The chart is as follows:) 
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Almost coincident with that peak of operations there had de- 
veloped an amazing drop-off in requirements for the bulk commodities, 
particularly coal in the European countries, so that in one fell swoop 
from the middle of January within a period of 2 weeks, there had 
been reduced a coal import program among the European nations ag- 
gregating 42 million tons which had dropped over a period of 
weeks to ‘only 27 million tons, a drop of 15 million within a very short 
period of time. Within an additional month that reduced program 
was further reduced to only 21 million tons of coal in the program for 
the calendar year of 1952, or about half of the amount which had been 
formally planned and programed for the European nations. 

In the light of the fact that our policy had been from the very be- 
ginning and was maintained throughout not to compete with private 
available American shipping, we started to deactivate these vessels 
just as fast if not faster than they had been activated. We were de- 
activating vessels at the rate of as many as five a day in that period 
of time. We dropped from 538 at the end of March 1952 to 183 at the 
end of the second quarter, or June 30, and went successively downward 
until we had a slight bulge for the military account within the months 
immediately following. 

I should say that after our first drop-off in economic-aid programs, 
we then devoted all our operating activities thereafter to strictly mili- 
tary requirements. That has continued up to the present date. We 
have at the present time only 11 general agency ships in operation, 
and those are all operated for military account. There are 6 Victory 
vessels, there are 4 C1-MAVI’s, and there is 1 Mariner remaining. 
The Mariner was scheduled to go in lay-up a few weeks ago, but at 
the request of Admiral Denebrink, Commander, Military Sea Trans- 
portation Service, we agreed to keep it in operation for a longer pe- 
riod of time. 

This chart illustrates quickly and graphically the number of voy- 
ages performed under general agency operation. The total performed 
for what is described here as the ECA or economic-aid programs, was 
1,423 voyages. We had performed up to the beginning of 1955 for 
MSTS requirements, 1,146 voyages and a very few marked here for 
NSA account, which indicate some special voyages, such as voyages 
performed in the intercoastal eastbound trade to carry lumber at a 
time in 1952 when no private American shipping was available. 

(The chart is as follows:) 
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This next chart illustrates the number of Government-owned ships 
that have been employed in Military Sea Transportation Service, not 
only on general agency basis but on bareboat charter as well. 

(The chart faces this page.) 

At the beginning of the Korean emergency or in the first days of 
July of 1950, we set about to reactivate ships required by the military 
for the developing United Nations effort in Korea, and the first means 
of doing that, the ay available means, since we had no general agency 
operating authority, yas to reactivate ships under bareboat charter 
from our reserve fleets and bareboat charter them to private American 
companies to operate for MSTS account. 

We held a series of hearings required by law under the terms of 
our Public Law 591. We held quick, expeditious hearings, and we 
broke out approximately 160 Victory vessels, the faster ones, the ones 
that the military people wanted first and most urgently. 

Mr. Casry. Mr. McGuire, I do not like to interrupt, but would you 
explain to the committee the difference between the bareboat charter 
and the general agency operation ? 

Mr. McGumr. The bareboat charter operation is one authorized by 
law. The vessel is placed under a lease or charter basis to a rivate 
American company at a rate in respect to which the minimum is fixed 
by law, the minimum charter rate being 15 percent as stipulated in 
the Merchant Ship Sales Act of 1946. 

Mr. Casey. Fifteen percent of the value of the ship ? 

Mr. McGutre. Fifteen percent of the statutory sales price of the 
vessel. The vessel is then turned over to the private American com- 
pany out of our reserve fleet, and is thereafter repaired by them with 
the classification or basic operating repairs being for Government 
account, and other miscellaneous items being for the account of the 
charterer. 

The vessel is then normally operated at such rates as the charterer 
can secure for its use. In the case of these vessels operated for mili- 
tary account, there was a special arrangement under which we estab- 
lished the rate of time-charter hire which the military people, MSTS, 
would pay to the bareboat charterer for the use of the vessel as a going, 
oper ating, fully fitted vessel. 

Mr. Casey. In other words, you bareboat charter the vessel to the 
company, and the company will turn around and turn the vessel and 
its crew and everything else over to the military on a time-charter 
basis. 

Mr. McGuire. In the case of these particular vessels, that is exactly 
what was done. The vessel was in turn time chartered to the MSTS 
for Government use only, and it was placed under area trading re- 
strictions. The vessels could only trade in certain areas required by 
the military. In that particular case the military people did pay all 
of the costs of activation and deactivation because of the strictly mili- 
tary use to which the vessel was being put. 

Mr. Casey. What is the net return to the company in a situation of 
that kind ¢ 

Mr. McGuire. In a situation of special circumstances such as that, 
the company stood to realize only the difference between the fixed rate 
of time charter hire paid by the military people to them, and the net 
total operating and other costs which it had to pay. The rate of 

















GOVERNMENT -OWNED SHIPS EMPLOYED IN MSTS SERVICE ON 
GENERAL AGENCY AND EAREBOAT CHARTER BASIS 


BY QUARTERS, MARCH I|95! thru DECEMBER 1954 


NUMBER OF SHIPS 


250 


| 





° & 

¢ 2 

S 6 

eo = aos 
ma 
Nn P 


OTHER GAA TYPES 


o 
kad 
N 
' 
ok 
a 
© 


— LIBERTY 


Yy GAA - VICTORY 


200 


~ BAREBOAT CHARTER-VICTORY 


> 
a8 


8 cl WWE 


; i 


¢ IX. aj aes 


= TTT —| ars 


HH 


i 


3 (EE 


WY 


~ 
mat 
n 


n 
“eg 


YA: 


150 
100 





z TFN NONI « 


1 OOO * 





| &Wwo 
= i &*2 


1953 


1951 _—__— 


“ 1982 — 


employed 


March 31, 1952, there were 


Note: At peak on 





Office of National Shipping Authority 


Seuree of Deta: Divisien of Operations 


©. oH eS 











MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 217 


return on those particular charters, although I have no exact figures 
for them, was exceedingly moderate and in some cases, per haps in 
many cases, is understood to have resulted in a loss to the operators. 
Many of them were desirous of turning back those vessels because of 
the circumscribed nature of their operation and certain of the risks 
attendant upon the operation. 

For example, in the case of serious casualty, as did happen in some 

cases, although the bareboat charterer recov ‘ered from his insurance 
underwriters the basic cost. of repairing the vessel, he did not recover 
under the terms of his policy the cost of the time, his crew expenses, 
or his loss of time-charter hire while the vessel was laid up being 
repaired. 

For example, if a vessel were in a serious casualty and was laid up, 
as a few were, for 2 or 3 months of time, under the terms of the time 
charter on which the vessel was hired by MSTS, they did not pay 
them charter hire when the vessel was not available to handle cargo. 
Their hire automatically ceased. So the owner had to bear all the 
cost of his crew and other expenses while the vessel was immobilized 
for repairs, and recovered, generally speaking, from his underwriters 
only the cost of repairs and from his protection and indemnity under- 
writers the cost of repatriation. 

The Cratrman. As a rule, though, the charterer would have under 
charter many vessels. 

Mr. McGutre. Generally speaking, that is correct 

The Cuatrman. And this is only 1 or 2 instances. 

Mr. McGuire. That is entirely correct, Mr. Chairman. He did 
average out those expenses. 

There were certain other facets connected with it. At that time, due 
to the urgency of the military for these vessels, we, the Maritime Ad- 
ministration, put the vessels on drydock. We contracted for the re- 
pairs. In many cases the charterer did not have opportunity to 
examine, survey, or sight the bottom of the vessel at the time it was 
in drydock. He had to take it as we gave ittohim. Of course, under 
his contract with us, he was responsible for returning the vessel in 
good condition. 

Mr. Casry. How does that compare with general agency opera- 
tion ¢ 

Mr. McGuire. In the general agency operation, all of the opera- 
tions are for Government account and all costs are for Gov eee 
account. In connection with all of our operations for military « 
count, we have set up arrangements with the MSTS, and eal 
arr? :ngements still prevail, whereby we recoup from MSTS broadly 
all of the costs of the operation, and our arrangement with them is 
that they will pay us on a predetermined estimate of those costs, 
including the costs of activating and deactivating the vessels after 
they are ‘finished with them. Our experience to date has been that we 
are about on that level of breaking even in the operations for mili- 
tary account. 

Mr. Casey. That is between the two Government agencies involved ; 
but as between the National Shipping Authority and the lines, you 
turn the vessel which the Government owns over to the line to operate 
under a general agency agreement, and they put their own crew on 


it and operate it where and how and for what purpose you designate. 
Is that so? 
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Mr. McGuree. That is entirely correct, Mr. Casey. 

Mr. Casey. What do they get out of that operation 

Mr. McGutre. They are paid a flat fee per day for operating the 
vessel. In the case of operations for military account, and in fact for 
the other account as well, the ECA programs, they are paid a sum 
of $75 per day per vessel plus an extra amount of $25 in the case of 
military operations, for accounting and other services, aggregating a 
total of $100 per vessel per day. 

The Carman. That is general agency ? 

Mr. McGuire. That is the general agency fee, yes, sir. 

Mr. Casey. What dictates as to whether you are going to operate 
under general agency or on this bareboat charter out, time charter 
back arrangement ? 

Mr. McGuire. In general, the type of operation, the form of oper- 
ation, is dictated by the nature of the service to be performed. That 
is to say, all of the operations performed for military account by these 
Government-owned vessels have been done in that fashion because it 
was the most expeditious and best available means of doing it. 

Mr. Casry. You have already indicated that the military is in 
both operations, both the general agency and the time-charter arrange- 
ment. 

Mr. McGurre. That is correct. In the early days of the more tre- 
mendous need for vessels, the first plan tried was the bareboat-charter 
operation. That was not a satisfactory plan from the military stand- 
point for many reasons. The vessels were under military control at 
all times. It was a wholly Government operation. The bareboat 
charterers were obtaining and paying for commercial insurance, which 
was opposed to Government policy; and you may remember, Mr. 
Casey, that that was dwelt upon in many discussions we had with your 
people in the General Accounting Office at that time. 

The operators, as I mentioned in a passing way previously, gener- 
ally speaking did not desire to perform those operations of strictly 
military nature on a private risk basis, although there were a few 
exceptions to that. By reason of that, it will be noted from this chart 
that we converted from these red lines indicating the bareboat-charter 
operations of Victory-type vessels which aggregated at the end of the 
first quarter in 1951, 141 vessels. That rose slightly, and thereafter, 
by reason of agreement between the agencies of Government concerned 
and with the consent and desire of most of the charterers then in- 
volved, that was converted from a bareboat-charter basis into a 
straight Government general agency operation basis, falling then to 
60 vessels at the end of the first qué arter in 1952, to only 6 vessels 3 in 
the middle of the year, and finally down to nothing between the third 
and fourth quarters of 1952. 

Mr. Casry. Mr. McGuire, does that represent a change in policy on 
the part of the National Shipping Authority that will be permanent ? 

Mr. McGume. I cannot state that that would be permanent, Mr. 
Casey. I can state only my own views in that respect. I would per- 
sonally prefer bareboat-charter operation to general agency operation 
at any time. 

The Cuamman. I did not get that. You would prefer bareboat 
to general agency ? 

Mr. McGutre. Yes, Mr. Chairman. 

The Cuatrman. I agree with you. 
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Mr. McGume. I personally believe that these sorts of operations, 
all of them, under normal circumstances can be better done by private 
steamship operators than the Government can do them. I have never 
been and I am not now an advocate of general agency operation. We 
have endeavored to get out of general agency operation as fully and 
as quickly as that can be done, as witness the fact that we are now 
down to a total of only 11 vessels being operated for military account. 

Gentlemen, the reason those y vessels are ene, opel rated generally is 
this: Four of the ships that I mentioned were C1-MAV1 type ships, 
a moderate-sized cargo vessel, coastal type, operated for a long period 
of time, for more than 3 years or 314 years, in a shuttle service be- 
tween Japan and Korea, a type of operation that could not, generally 
speaking, be served by any private American operator, because they 
did not have that type ship in the first place. There were only six 
sold to American operators under our Ship Sales Act. They were all 
employed and since have been used in other operations, with only one 
exception, the motorship Gadsen, which is a heavy-lift carrier and 
which the Military Sea Transportation Service people would not use 
for special reasons. 

In other words, private American operators did not have the type 
vessel to serve those needs. They were strictly confined to foreign 
operations. Six of the vessels are Victory- type vessels that are spe- 
cially fitted for Arctic operations. They have ice-strengthened bows 
they have special crew quarters, they have special other facilities. 
Some of them are wholly sheathed to carry ammunition. It is a type 
of vessel, generally speaking, that is not available under commercial 
charter. 

Finally, the Mariner, which is left, is of course a straight commer- 
cial-type vessel and has been used only because of = strong desire 
of our military friends to continue to utilize the vessel, and in pursu- 
ance of agreements made in the Government interest, to run all the 
Mariners for at least a total of 6 month after they have been delivered 
by the builders. 

The Cuairman. Before you leave the bareboat agency system, you 
definitely went on record as being opposed to general agency and 
favorable to the bareboat charter. Will you give your reasons for 
that position ? 

Mr. McGutre. Basically, Mr. Chairman, as I stated, I believe that 
inevitably no wholly Government operation can be as efficient or as 
economical in the long run as can a private, efficient type of operation, 
whether it be by bareboat charter of Government-owned vessels or 
whether it be by private operation of private vessels. That is my 
considered opinion. 

Mr. Casey. That does not seem to me to be the whole answer. 

The Cuairman. I do not think so. 

Mr. Casey. You have general agency operation by which you turn 
the Government vessel over to the private company for operation. 

Mr. McGuire. Yes, sir. 

Mr. Casey. With the private company’s own crew and manage- 
ment of that vessel, except subject to your direction as to where to go 
and what to carry. 

In the bareboat charter out, time charter back arrangement, you 
bareboat charter the vessel out to the company, but then they are 

581935515 
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subject to time charter that back to the military, and they are subject 
to the same kind of direction as you would give them under the 
general agency arrangement. 

Mr. McGvire. Basic ally, they are, Mr. Casey. The difference be- 
tween the two forms—and I admit they are quite close in concept— 
is that a private operator of course, even though he is operating a 
Government-owned ship under bareboat charter, can presumably more 
efficiently and more economically operate the ship as a unit for which 
he is paying the expenses. Under general agency operation, the Goy- 
ernment pays all the expenses. The American private company oper- 
ates only as an agent for the Government. 

Of course, obviously the system that we have used, the general 
agency system, is the nearest thing to private operation in that field. 
Along with bareboat charter it forms a very close parallel. The differ- 
ence, of course, would be, as is being done by the Military Sea Trans- 
portation Service with certain of ‘their vessels, complete and total 
Government operation by Government direct employees. 

Mr. Casey. Has any study been made to determine the relative cost 
of the operation over some period of time, with some number of ships 
that might be sailing under somewhat similar circumstances, the cost 
to the Government as between general agency operation and the bare- 
boat charter out, time charter back oper ation! 

Mr. McGuire. To my knowledge, a complete study has not been 
made, Mr. Casey. The basic operating costs, of course, are fairly 
much the same. 

Mr. Casey. Would it not be advisable to make such a study as a 
basis for deciding in a future emergency which type of operation 
would be best suited for the Government’s account and as an economi- 
cal operation ? 

Mr. McGuire. The reason, so far at least as I am concerned, that 
such a study of any consequence has not been made, is that under a 
real emergency situation, such as all-out war or something close to it, 
there would seem to be no feasible means of operating under private 
auspices a merchant fleet, for many reasons, of course, including the 
tremendous risks involved, the tremendous number of vessels required, 
the inability to employ any private vehicle, weapon, property, in a 
war effort on the high seas. 

Mr. Casey. You keep talking about private operations against 
Government operations. I may be completely mistaken, but is it not 
true that during World War II you turned these Government vessels 
over to private companies to operate on a general agency basis? 

Mr. McGuire. Yes, that is entirely true. 

Mr. Casry. What do you call that, a private operation or Govern- 
ment operation ? 

Mr. McGume. I call that a Government operation, Mr. Casey. 

Mr. Casey. The private operation you say is the bareboat charter 
out and the time charter back arrangement ? 

Mr. McGurire. That is much nearer a full private operation than is 
the Government general agency operation. 

Mr. Casey. And yet the time-charter rate is designed to reimburse 
the company for all the possible costs and risks and everything else 
that. they are going to encounter in connection with the operation 
of that vessel and return them a profit. 
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Mr. McGuire. I am afraid there is some confusion, Mr. Casey. 
‘That is true, of course, generally speaking, only when the operator 
is assured of a compensatory time-charter rate for the use of the vessel. 
It is not true, obviously, when the bareboat charterer obtains from the 
Government a vessel under bareboat charter at a rate fixed by law, such 
as the 15-percent rate, and then he in effect trades the vessel on the 
open market, referring now not to that period of time as indicated on 
these charts when these vessels were broken out for strictly military 
purposes. The normal bareboat-chartering situation is that the char- 
terer would take the vessel from us at the basic bareboat-charter rate. 
He would then employ that vessel as best he could—— 

Mr. Casey. You are now getting into different situation. The com- 
parison I am‘making is between the general agency operation and the 
bareboat charter out, time charter back arrangement, where the Gov- 
ernment takes back the vessel and they not only recompense the opera- 
tor for the 15 percent that you have included in the bareboat charter— 
that, is included in the time-charter rate, is it not, whole hog? 

Mr. McGuire. Surely. 

Mr. Casry. There is no deduction there ? 

Mr. McGuire. Surely. 

Mr. Casey. Then they add on top of that all the expense of opera 
tion, all the premiums that are paid for insurance and everything 
else. I am not talking about the arrangement where you bareboat- 
charter a ship out to a company and then let the company shift for it- 
self as far as getting cargo and everything else is concerned. That 
is a private operation, much more so than the other. 

How about the comparison between those two operations. 

Mr. McGuire. Admittedly, there is very little difference, Mr. Casey. 
I made the statement, as I did a bit ago, that I personally favored 
bareboat chartering or any other form of private operation to Gov- 
ernment general agency operation. JT made that as a general state- 
ment, and I feel very definitely that way. 

When we refer to the situation that we first started to touch upon 
here, a bareboat-charter operation which is not a true private opera- 
tion in any accepted sense of the term, then we come on to something 
that is very closely akin to general agency. There is very little dif- 
ference between them. There is a strong element of risk faced by the 
bareboat charterer in that circumstance. He does not face that under 
general agency, when he is a general agent. 

Mr. Casry. Yes. But of course if he gets stuck on one, he is going 
to get it back on another one. 

Mr. McGuire. That could be the case. It was not necessarily the 
case, 

Mr. Casey. He is not going to continue to get stuck, he is not going 
to continue to bareboat-charter your ships. 

Mr. McGuire. That is entirely correct. When he comes to the point 
of getting into a serious loss position, the company having only a very 
few vessels, perhaps qualified to have only a very few, might incur a 
serious loss of the nature that I mentioned. 

Mr. Casey. Tt just seems to me that in the event of an emergency 
we can eliminate the situation where you bareboat charter ships out to 
a company to get their own business and operate the ships. In time of 
all-out emergency, the Government takes full control of the ships, 
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either by way of general agency or by way of bareboat charter out, 
time charter back. 

Asa preliminary basis for deciding what we ought to do in the event 
of a future emergency, it seems to me that some study should be made 
as to the relative cost of those two types of operation. 

Mr. McGuire. There is no question, I am sure, Mr. Casey, that only 
one means of operation is feasible in time of war, and that is Govern- 
ment operation. We have had that experience certainly in this last 
war, still close upon us. I do not believe there is any practicable means 
of retaining any oceangoing merchant ships under private operation 
in time of war, fully private operation. 

Mr. Casey. Let me ask this: You stated that it is the policy of the 
National Shipping Authority not to compete with private shipping 
and that that motivated your drawing back rapidly ships from the 
merchant marine into the reserve fleet as soon as the cargo dropped 
off. 

I assume, of course, then, that all the ships in the American mer- 
chant marine were engaged and employed at the time that you broke 
out the ships. 

Mr. ioe That is correct. 

Mr. Casry. Where did they get the personnel, the officers and people 
to man the ships that they took over under either the bareboat arrange- 
ment or the general agency arrangement ? 

Mr. McGuire. In the initial stages of this operation there were no 

difficulties encountered in getting enough licensed and unlicensed per- 
sonnel. Within a matter of months there did develop a shortage situ- 
ation. As a matter of fact, in the late fall and early winter months 
of 1951, we came upon a very serious shortage situation. Actually, 
we had ships delayed as long as 30 days or even more, awaiting crews, 
sometimes short only one necessary member of the complement, such 
as a radio operator. A vessel could not sail without one. We had 
various shortages in licensed personnel, mainly.in the junior grades, 
such as junior engineers, chief mates. We have had a severe shortage 
of A. B.’s, able-bodied seamen. However, the situation did clear up 
about the end of the first month of 1952 through very heavy recruit- 
ing arrangements made largely through union auspices. The unions 
themselves used every means and device to round up former mem- 
bers, to do anything possible. There were spot radio announcements 
made throughout the country by the unions and by our own general 
agents. Every means was utilized to recruit men who had been to 
sea or who had any experience; and even men who had not previously 
been to sea and who would come in in the so-called entry ratings, were 
rounded up wherever possible. 

Mr. Casey. When did you say that shortage started to develop ? 

Mr. McGuire. In the late fall of 1951, about the end of October, 
Mr. Casey, and continued throughout the months of November and 
December. The first improvement shown, of course, was immediately 
after the holidays ended, the Christmas-New Years holidays, when 
many people who had left the sea in order to spend holidays at home 
did return, and that brought about some immediate relief. 

Mr. Casey. At least for the first 250 ships you broke out, you had 
no trouble finding both licensed and unlicensed personel available to 
immediately man the ships. 
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Mr. McGuire. That is correct, sir. We actually had at one time 
as many as, I think, 24,000 licensed and unlicensed personnel employed 
on general agency vessels. They were rounded up by every means 
possible 

Mr. Casey. Is it safe to say that once you put the ships back in the 
reserve fleet, they were unemployed again ? 

Mr. McGuire. A great many of those men were unemployed, yes, 
sir, and some are ‘unemploy ed still. I must repeat, the unions did a 
very effective job in rounding up all the personnel they could possibly 
get from any source. We took and they took all of the records of the 
Coast Guard as to men having prev iously held licenses and certificates, 
and used every means and device to round up men who had at one 
time been to sea and were later employed on shoreside jobs. 

Mr. Casey. Did that same type of situation develop during World 
War II when the need for greatly expanding our fleet took place, in 
1941? 

Mr. McGurre. It did develop, Mr. Casey, and of course the answer 
resorted to there was that a very heavy recruitment and training pro- 
gram was undertaken. I personally was not connected with that 
activity, but I believe that we trained several hundred thousand men 
during the war. 

This next sheet [chart] is merely illustrative of the total number of 
vessels utilized from our reserve fleets, both under bareboat charter 
and under general agency and, finally, under custody and direct con- 
trol and operation of other Government agencies. 

(The chart is as follows:) 
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The significance of it is related in the main to the fact that at the 
end of the first quarter of 1952, we actually had put into operation a 
total of 743 dry-cargo vessels. That, gentlemen, means that in a 
little more than a year, or from the middle of 1950 until the end of 
the first quarter in 1952, we had virtually doubled the preexisting 
private American dry-cargo fleet, there having been on the Ist of 
July 1950, according to my recollection, somewhat less than 800 pri- 
vately owned dry-cargo vessels. 

This next chart merely relates to the vessels turned over from our 
reserve fleets to other agencies of Government for their own direct 
control and operation. That, as you will note, mainly covers ves- 
sels turned over to the Department of the Navy, not only to MSTS 
but to other offices of the Navy Department itself, with a few scat- 
tered vessels turned over to the Army and to the State Department, 
such as a few vessels we turned over for communications, broadcast 
vessels which had been converted and are now in operation for that 
purpose. 

(The chart is herewith inserted.) 

The next chart covers the activation and deactivation of ships on a 
geographic basis. It has significance mainly in showing the country- 
wide incidence of work accruing from this type of emergency activity. 

(The chart is herewith inserted.) 

As you gentlemen will notice, every major seaport on the Atlantic, 
the gulf, and the Pacific coast, was included in some measure in the 
work performed. The total of vessels shown on this chart is 516 on 
activation and 643 on deactivation. The difference between those 
figures and the ones I previously mentioned is due to the fact that 
certain of the vessels which are not shown as having been reactivated 
for Government account were later deactivated by us after they had 
been converted from bareboat charter basis to general agency basis. 

The Cuatrman. The former chart shows one ship of the “C” type 
under custody to the Department of State from April 1951 up to the 
present time. What is the Department of State using that vessel for ? 

Mr. McGuire. That I believe, Mr. Chairman, is the vessel that was 
set up for a communications or broadcast vessel. It was anchored 
for some time in the Mediterranean, broadcasting behind the Iron 
Curtain, sir. 

I should mention next the voluntary tanker plan. It is a most in- 
teresting thing and one that is little known. 

In January 1951, when the tremendous need for petroleum and its 
products developed in connection with the United Nations’ military 
efforts in Korea, the Department of the Navy and other branches of 
the military became increasingly concerned with their inability to 
obtain enough tankers to transport all of the tremendous volume of 
oil that was needed for military purposes. The Maritime Adminis- 
tration called a meeting in Washington of all American tank owners. 
As a result of that meeting, we established the so-called voluntary 
plan for the contribution of tanker capacity. That was designed to 
provide all necessary tanker transportation to meet military require- 
ments, and on a basis of rates and terms fixed by the Maritime 
Administrator. 
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I should have said that it was established under the authority of the 
Defense Production Act of 1950, as other voluntary agreements of 
similar type were. 

The thing was rather amazing, at least to me amazing, as an example 
of thoroughgoing industry cooperation. From the very beginning 
it had the almost unanimous support of all American tanker owners, 
both integrated oil companies and independent companies; 99.7 per- 
cent of all American registered tankers were entered in the plan. 
That is to say, all oceangoing tankers over 1,500 tons gross. 

The Cuamman. What percent of foreign-flag tankers, American- 
owned, came into this plan? 

Mr. McGuire. The percentage of those, I do not know, Mr. Chair- 
man, but some were used in it. 

The plan provided that American companies would agree to enter 
into the plan every American-flag vessel that they owned. 

The Crarrman. But you do not have any figures at all to show 
what percentage of American-owned tankers flying under foreign 
flags came in to help the Nation during this emergency ? 

Mr. McGuire. I have a record, Mr. Chairman, of the foreign-flag 
vessels that were entered in the plan, or used in the plan, I should say. 

The Cuamman. What percentage? 

Mr. McGuire. There were 104 foreign-flag vessels that were utilized. 
Those were not necessarily vessels owned by American oil companies. 
Some were owned by totally disassociated companies but were char- 
tered by the American companies and used in the plan. 

The Cuarrman. I am speaking of Ameircan-owned tankers under 
foreign flag which came into this program. 

Mr. McGutre. There were few, if any, entered as a continuing 
proposition, Mr. Chairman. There were, as I indicated, a total of 104 
foreign-flag ships used, but many of those were chartered for one 
voyage by an American company which had committed itself to fur- 
nish ships under this plan, and in order to get ships to furnish them 
to meet its commitment it had to go out on the open market and 
charter ships to do it. 

I should say, gentlemen, that the rate fixed by the Maritime Admin- 
istrator under the plan was at that time an exceedingly modest base. 
It was on the basis of rates fixed in 1946 by the old Maritime Com- 
mission, and which still remain as a guide or measure of worldwide 
tanker rates—that old basis of rates plus a premium of 25 percent 
corresponding to the then estimated increase in basic operating costs. 
The rate on the open market to charter Americ an or foreign tankers 
at that time had risen to as high as 200 and 250 percent premium 
over the old Maritime Commission level. 

It is entirely the case that some of the participants in this plan did 
actually have to go out on the open market and charter foreign or 
American ships at those high rates of 200 percent or more premium, 
and put them into the plan at what they got from the Government, 
which was the old level plus only 25 percent. There was a very sub- 
stantial monetary contribution made by this plan to the Government. 
The Government was the sole beneficiary. 

The Cratrman. How many tankers were sold under the Ship Sales 
Act and were operating foreign at the time of thisemergency? If you 
have any report of it, I would like you to put it in at this point. 
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Mr. McGurre. That, Mr. Chairman, I am sorry, we would have to 
ascertain. 

The Cuatrman. There are a number? 

Mr. McGutre. Oh, yes; there were a number—sold foreign to 
American companies, you mean, sir ? 

The CHarrman. Yes. Put that information in at this point. You 
have available records. 

Mr. McGutre. Surely, it is available; surely, Mr. Chairman. 

The Cuarrman. I think it would be very interesting for future 
reference to have that put in at this point. 

Mr. McGuire. We will put that in the record, Mr. Chairman. 

(The information referred to follows :) 
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Mr. McGuire. The military people used that voluntary plan, as this 
chart indicates, from the first months when it commenced to operate 
until a little more than 2 years later, at the end of June 1953. This 
first drop in requirements, it will be noted, came about even in the 
arly months of the plan. ‘Thereafter there were successive peaks and 
valleys in the military requirement, some of which were attributable 
to seasonal requirements of the military as well as seasonal require- 
ments of commercial users. 

(The chart is as follows :) 
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The total voyages performed under this plan, the total number of 
actual voyages made, was 576, and the deadweight tonnage of the 
vessels contributed under that plan for that number of voyages aggre- 
gated 9,839,000 deadweight tons. 

The plan, incidentally, is still in operation, but is dormant. Its 
skeleton and framework is being maintained for use if needed. 

The next phase of activities of my office relates to the national 
defense reserve fleet. That was sstaiiiieed in accordance with the 
provisions of section 11 of the Merchant Ship Sales Act of 1946, 
wherein the Commission was directed to establish and place in a na- 
tional defense reserve, broadly speaking, such vessels as should be 
retained for national defense purposes; that is, that were in such con- 
dition as would warrant preservation and maintenance for national 
defense needs. 

Mr. Casry. Before you get into that, Mr. McGuire, I wonder if you 
would give a very brief statement and description of the difference be- 
tween a Liberty, Victory, and C type ship. 

Mr. McGutre. In characteristics, Mr. Casey ? 

Mr. Casey. Yes. 

Mr. McGuire. Yes, surely. 

I will just mention the principal characteristics. The Liberty type 
vessel is 441 foot 6 inches in length overall. Its fully loaded draught 
on summer marks is 27 feet 8 inches. It has 2,500 shaft horsepower. 
Its speed ranges between 10 and 11 knots, generally speaking, although 
some owners have gotten as much as 12 knots out of the vessels. The 
cubic capacity of the vessel is 562,208 cubic feet, and the deadweight is 
10,500, approximately. 

The Victory type, the 15-knot Victory, the A P-2, is 455 feet 3 inches 
in length; loaded draught 28 feet 6 inches; shaft horsepower 6,600; 
speed 15 knots; cubic oT 528,325; and deadweight tonnage ap- 
proximately the same as the Liberty, 10,700. 

Mr. Casry. The two ships are practically identical except for speed. 

Mr. McGutre. They are quite similar, Mr. Casey, that is correct. 

The fast Victory, the 17-knot, is the AP-3 Victory. It has almost 
the same basic dimensions, but it has a greater horsepower, 9,350 horse- 
power. The other dimensions are ainest identical with the AP-2 
Victory. 

Mr. Casey. What is the C-type ship? 

Mr. McGuire. The C2? I beg your pardon. I don’t have that 
of record. The Cl-A isa smaller ship. I do not have with me the 
dimensions, but I can give them approximately. They are about 
the same length, about 450 feet. 

The Cuarrman. Which one is this? 

Mr. McGuire. The C2, sir. They are about 450 feet; their speed 
is approximately 15 to 1514 knots; their deadweight is a little greater, 
on the average about 11,000 or 11,500, as I remember it; their fuel con- 
sumptions and their speed are about the same, as I recollect, between 
the AP-2 and the AP-3 Victory. 

I have been handed the dimensions, if you wish them more exactly, 
Mr. Casey. Length overall is 459 feet 3 inches; loaded draught 25 
feet 9 inches. As to the deadweight, I was in error there. The dead- 
weight shown for the standard C2, which is the C2-SB-1, is 9,200. 
The bale cubic capacity is 546,000; the speed 1514 knots. 
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Mr. Casry. Approximately how much more does it cost to build 
a ship of the C2 or Victory type over what it would cost to build a 
Liberty ship, just in rough figures or percentage. 

Mr. McGuire. I have figures, I believe, Mr. Casey, which will be 
better for the purpose than my memory, because I have the domestic 
and estimated prewar costs of building these type vessels. 

The average domestic war cost of building the Liberty ship was 
$1,728,000. lam leaving off the odd-dollar figures. 

To build the AP-2 Victory, the domestic war cost average was $2,- 
511,000. 

The AP-3 Victory was $2,872,000. 

The C2 type average cost, approximately $2,964,000. 

Mr. Casry. Do you have there the estimate of how much it is going 
to cost to push those Liberties in speed from their 10-to-11-knot speed, 
to the full 15-knot speed ? 

Mr. McGuire. I do not have it, Mr. Casey, but I know roughly that 
the figures—perhaps Captain Ford would have those figures in mind. 
I ama little unfamiliar with the details of it. 

Mr. Casey. Captain, do you have it offhand? It is not particularly 
pertinent at this point. 

Capt. Water C. Forp (Deputy Maritime Administrator). To con- 
vert the first Liberty to steam turbine costs approximately $1,200,000. 
The diesel conversion, which includes the new bow, is over $2 million. 
I do not know the exact figure, but the gas turbine runs a little bit lower 
for both conversions. 

Mr. McGuire. Shall I proceed on the national-defense fleet ? 

The Cuarrman. You have given the characteristics of the C1 and 
the C2. What is the other type of C vessel ? 

Mr. McGuire. I mentioned the C2, Mr. Chairman. I am sorry I 
did not give the C3. 

The CuarrmMan. There are several types of that C type vessel, sev- 
eral different ones. You mentioned just Cl and C2. 

Mr. McGuire. Yes,sir. We havethe C3. Its war building cost was 
$3,659,000. 

The Cuarrman. Are there any other C types? 

Mr. McGutre. Yes, sir. We have the Cl’s, certain varieties of 
those. We have the standard C1, $2,608,000. The coastal type Cl, 
the C1I-MAV1, $1,982,000. 

I have the standard dry-cargo type C4, which would round out 
the series. The wartime building cost was $4,420,000. 

The CHarmman. How many C type vessels are in the reserve fleet 
now? They are the best vessels? 

Mr. McGuire. Yes, sir. The only ones of the C2 and C3 type, 
Mr. Chairman, are military auxiliaries. There are no merchant type. 

The Cuatrman. Then the industry cleaned out the reserve fleet 
of the best type vessel. 

Mr. McGuire. Yes, sir, that is correct. 

The Cuarrman. And left the other vessels. 

Mr. McGuire. Yes, that is entirely correct, Mr. Chairman. They 
purchased the best types. 

The Cuarrman. I wanted the record to show what became of them. 
They were sold at about 25 percent or less, of cost. Is that right or 
wrong? 
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Mr. McGurre. It was more than 25 percent, Mr. Chairman, as I 
recollect it. The Ship Sales Act of 1946—— 

The Cuarmman. I say it was about 25 percent. 

Mr. McGuire. The minimum prescribed by the Merchant Ship 
Sales Act, as I recollect it, Mr. Chairman, was that no vessel could 
be sold for-less than 35 percent of its domestic war cost. 

The Cuarrman. You did not get that after you trimmed them down, 
though, did you, and made the ¢ hanges, and so forth ? 

Mr. McGunre. I do not know, sir, what the final result was. 

The Cuarman. Well, I am not going to argue that. 

Mr. Auten. Could we have one more characteristic—the nature 
of the engines in the various ships. I believe the Liberties are recipro- 
cating, low-pressure steam engines, and the others are turbines. 

Mr. McGurre. That is correct, sir. 

Mr. Aten. In connection with those engines, is it not a fact that 
the availability of engine-room personnel to operate a Liberty-type 
engine is far higher than the availability of those competent to operate 
the high-pressure turbine type / 

Mr. McGuire. That is quite correct, Mr. Allen. 

Mr. Auten. Thank you. 

Mr. McGuire. On the national-defense reserve fleet, gentlemen of 
the committee, we have established eight fleets. On the Atlantic coast 
there are three, one in the Hudson River, one in the James River, and 
one at Wilmington, N. C. 

In the gulf we have one at Mobile, one at Beaumont, Tex. 

On the Pacific coast we have a fleet in Suisun Bay, we have a fleet 
in Astoria, Oreg., and we have a fleet in Olympia, Wash. 

These charts show quickly and graphically the number of vessels 
in the reserve fleet at the end of the various fiscal years. At fiscal 
year 1954, that is to say, July 1, 1954, there was a total of 2,067 vessels 
in our reserve fleets. At the present time, that is to say, at the end 
of the year, December 31, 1954, there was a total of 2,093 vessels in 
the reserve fleets. ( See also p. 26.) 


(The chart is as follows :) 
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The next chart shows in quick form the rate of entry of vessels 
and the rate of withdrawals. That merely illustrates the continuing 
heavy activity in vessels going into and out of our reserve fleets. 

(The chart is as follows :) 
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We have had as many as 5,500 vessels entered into the fleets, and 
there have been withdrawn to date during those years a total of 
3,389, leaving the net total at the end of 19! 54, 2,093 ships. 

The CHarrmMan. Let me interrupt you just a minute, if you will. 

In the withdrawal and return to the fleet, do you have a section 
which prepares the ships yourself, or do you contract that ? 

Mr. McGuire. We contract to have it done. In connection with 
ships that have been 

The CuatrmMan. When the ship comes out and when it goes back, 
what takes place? What happens to the household furnishings, the 
ship fittings, and the material on the ship that you put on and take off ? 

Mr. McGuire. Certain of that is supplied from our warehouses 
where it is available, that is, the gear and equipment for the vessel. 

The Carman. You break ships out and put them back and take 
them out again. You have done th: at many times? 

Mr. McGu IRE. Yes, sir. 

The Cuatrman. What do you do? Just tell us what you do with 
the material. 

Mr. McGuire. You are speaking of bareboat chartered vessels, 
Mr. Chairman, or general agency ? 

The CHarman. When you break them out, you put the material 
back on them, do you not? You fully equip the ship. If you bareboat 
charter or if you put it under agency, you put the equipment back on 
the ship? 

Mr. McGuire. That is correct. 

The CHarrman. Then when you put it in the reserve fleet, then you 
take the equipment off? 

Mr. McGuire. That is correct, sir. 

The Cuarrman. What do you do with it? 

Mr. McGuire. With respect to the material taken off, certain of it 
is sold which cannot be used again. In some cases—mattresses, bed- 
ding, and other equipment, towels, gear, linen—the material is eval- 

uated as to condition. If it is in suitable condition for reissue, it is 
retained and placed in our warehouses. If it is not thought to be 
suitable or if it is in near scrap condition, it is sold by one means or 
other. Generally it is sold at our warehouse points after an evalua- 
tion is made by the committee set up for the purpose to determine 
the condition. We dispose of excess fuel oil in the same manner. 
We sell it to companies which can utilize the oil, at the best price 
available. 

The Cuatrman. Did you ever buy back any of this equipment from 
dealers who bought it? 

Mr. McGuire. Mr. Chairman, I canont speak on that with author- 
ity, but Mr. Steffes, who is in charge of that activity, will follow me 
and perhaps can give you the full picture on it. 

Mr. Mitter. How is the oil sold ? 

Mr. McGuire. My understanding is that it is sold locally, to fuel oil 
dealers. 

Mr. Minter. On what basis, a bid basis? 

Mr. McGuire. I think, sir, on a bid basis. I do not believe it is 
put out on a competitive-bid basis, but bids obtained- 

Mr. Mixxer. It is not a competitive-bid basis ? 

Mr. McGuire. It is not a written competitive-bid basis, sir. 
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Mr. Miuer. Is there any bidding? I have had complaints that 
there is not any bidding; that it is ai to a favored few people. That 
is what I am told. 

Mr. McGuire. Within my knowledge, we have not had such com- 
plaints made to us. It is possible that that may have been complained 
of. I do not know of it, sir. 

The Cuairman. I am not complaining. I am just asking. 

Mr. Casry. Does that come directly under you, Mr. McGuire? 

Mr. McGuire. The disposition does not; no, sir. 

The CHatrman. The question on the equipment of these vessels 
going in and out can be answered better by somebody else? 

Mr. McGutre. I believe that Mr. Steffes, who handles all of our 
warehousing and supply activities, can answer that with much more 
authority than I can, sir. 

The next chart reflects only the total reserve fleet personnel, show- 
ing that as of the end of the year our total fleet personnel, including 
supervisory, security, and fleet workmen, totaled 1,115, out of which 
689 were employed on actual preservation work. 

(The chart is as follows :) 
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The vessels when placed in our reserve fleets are basically preserved 
as soon as they can be done according to the workload in each fleet. 
As you gentlemen perhaps know, the basic outside hull and decks 
preservation is by the mixture of red oxide and consol oil. It gives 
them an appearance which would make them seem as though they 
were very rusty. That is not the case. The mixture is the most eco- 
nomic means of preserving the vessels, cutting into the loose scale on 
the hull of the ship, and if carried through on the recurring preser- 

vation scale set as a standard, that is to say, every 2 years, which we 
have not been able to do, would eventually give a muc *h better ship as 
to condition of steel than when the vessel entered the reserve fleet. 

As to the underwater preservation of the vessels, we have within the 
last few years been able to commence and place into operation a 

cathodic system of underwater protection which is now almost com- 
habe: We have had to stop installation at Mobile due to the diversion 
of moneys necessary to overcome damages wrought by the last bad 
hurricane in October, to our fleets at Wilmington, N. C., and in the 
James River, where we suffered very severe damage. 

Mr. Mier. In this chart on per sonnel, the difference between the 
total personnel and those engaged in preservation remains pretty 
constant. At the end of the year it is about 431. Who are those 431, 
and what do they do? 

Mr. McGuire. The ones not employed on preservation work, Mr. 
Miller? 

Mr. Mixer. In other words, there is no apparent relation between 
the number on preservation and the number totally employed. The 
line runs parallel. 

Mr. McGurre. The supervisory and security and service personnel 
must remain almost constant. That means that whenever we have to 
diminish force by reason of lesser appropriation, we can only take it 
from the hard core of workmen, that is, the fleet-preservation workmen. 

For example, in the month of January, this is the broad breakdown. 
In supervisory personnel, that is, in fleet superintendents, fleet cap- 
tains, engineers, electricians to do the broad supervisory work, and 
in the officer personnel to maintain administrative records, we had a 
total of 94 people. 

Mr. Muter. That is for all of the fleets? 

Mr. McGuire. For all of the eight fleets, sir. 

Then we had a security force of 155 people. I might say that we 
reduced that security force. Although we hesitated to do so, we had 
to reduce it from a little more than double that in the first days of 1953. 
We had in maintenance workers, that is, the men who handle the 
maintenance of our equipment, the motor mechanics, welders, burners, 
carpenters, and people of that sort, doing the maintenance activity, 
and in those operating our fleet crafts, barges, lighters, deckhands, tug 
operators, a total of 195, distributed in that so-called service force. 
The balance, then, was devoted to ship preservation. 

We have another chart which shows the wage rates paid for the 
actual fleet workmen, the man who does the preservation work, the 
laborers, which started at $1.08 an hour and now runs up to the present 
all-coast average of $1.65, ranging from $1.54 on the Atlantic coast 
to $1.84 on the Pacific coast. 

(The chart is as follows :) 
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I might mention next the thing that may be of major importance at 
the moment in our fleet activities, and that is the incidence—— 

The CHarrman. What is the difference in the cost of that labor on 
the coasts ? 

Mr. McGuire. By each coast, Mr. Chairman ? 

The CHarkMAn. There is 30 cents difference; is there not ? 

Mr. Casey. What accounts for the difference? 

Mr. McGuire. The prevailing wage scale, sir. We pay according 
to the wage scales approved by a Government body setting up standard 
wage scales. 

The CHarrMan. Why does it cost more for wages on the Pacific coast 
than it does on the Atlantic? 

Mr. McGuire. I do not know, Mr. Chairman, except that the wage 
rates are apparently much higher. Ican give a few samples, sir. 

(Discussion off the record.) 

Mr. McGuire. For ex: imple, at Astoria, we pay $1.88 an hour for an 
ordinary fleet workman. The lowest rate, Mr. Chairman, is in your 
own district, $1.31. 

I was about to mention, Mr. Chairman and gentlemen, the thing of 
perhaps major importance in these recent days i in respect to the use of 
this reserve fleet. As some of you know, we came upon a period sev- 
eral years ago when the Department of Agriculture and its Commodity 
Credit Corporation found itself in a position of tremendous stocks of 
Government-owned grain. That condition has prevailed again in 
these last several years. 

Beginning in 1953 and continuing throughout the year 1954, we 
have undertaken for the account of that Department and at their ex- 
pense the storage of very large quantities of grain in our reserve 
fleets. As of a few days ago we had 306 Liberty-type vessels full of 
grain for the account of what is now the ( ‘ommodity Stabilization 
Service, in 4 fleets, selected by the Agriculture Department. Those 
are the Hudson River fleet, the James River fleet, Astoria, Oreg., and 
Olympia, Wash. 

We have in those fleets, in that number of vessels, approximately 72 
million bushels of grain. We have been asked very recently, without 
its having been made a definite and binding request as yet, whether we 
would agree to the utilization of 75 additional Liberty vessels and per- 
haps even a total of 105 additional Liberty type vessels, to accommo- 
date the very large amounts of grain which will flow into the Pacific 
Northwest in the spring months of this year. 

We have cleared that matter to date with the Department of the 
Navy to develop whether there was, from their standpoint, any prob- 
lem of possible interference with urgent reactivation of vessels to meet 
a wartime emergency situation. They have advised us, on the basis 
of all the facts known to them, that they have no objection to the utili- 
zation of the additional 75 vessels. 

We are now handling the matter as well, so we will not in any sense 
be derelict in developing the Government position from the defense 
standpoint—we have put the matter before the Office of Defense 
Mobilization and are awaiting their reply to the same question. 

The vessels, if used, would be in the Pacific Northwest. Seventy- 
five vessels would be used in our Astoria, Oreg., fleet, since we have 
none of that type left in Olympia; and if more than 75 are required, 
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we would have to draw 30 vessels from Suisun Bay and tow them to 
Astoria or Olympia. Necessarily they would have to go to Olympia 
for this purpose, because we have no more room at Astoria in the 
reserve fleet heain there. 

Mr. Casey. Why can you not put the grain in the ships down at 
Suisun Bay? 

Mr. McGuire. That is a matter for decision of the Department of 
Agriculture, Mr. Casey. My understanding is that climatic and cost 
conditions have determined the answer to that up to the moment. 

Mr. Casry. What do you mean, cost conditions? They would 

rather have you pay for towing the vessels up there than bring the 
grain down to the vessels? 

Mr. MoGutre. No, sir. I mean by that that we have no more room 
for vessels in our anchorage at Suisun Bay, and we would necessarily 
have to establish what amounts to a new fleet. It is not an area that 
we can successfully dredge for deeper loadings, and these vessels will 
go down approximately 12 feet when loaded with 6,000 tons of grain. 
So we have to set up a new fleet, perhaps in the Sacramento River 
near Stockton or in some other area adjacent thereto. 

Mr. Casry. How long does it take to get this grain out of a vessel ? 

Mr. McGuire. We estimate that we can unload in the areas in 
which the grain is now stored, at least two vessels per day, average. 

Mr. Casey. Of course, that depends upon whether you get some- 
thing to put the grain into, does it not? 

Mr. McGutre. That is correct, Mr. Casey. We have developed that 
question with the Department of Agriculture, and they tell us that in 
an emergency situation which would necessitate prompt need for these 
vessels, the same sort of emergency requirement would necessarily de- 
velop for grain, and they would be wanting themselves to discharge 
the grain almost as fast as it could be discharged from the vessels. 

Mr. Casey. The first 75 additional vessels are going to be in the 
Astoria reserve fleet ? 

Mr. McGuire. They will be either there or split between Astoria 
and Olympia, sir. That remains to be determined by Agriculture. 

Mr. Casey. I thought you said they did not have any more Liberty 
ships to fill with grain at Olympia. 

Mr. McGuire. They do not, but there is a possibility we might tow 
some of the vessels that we take out of the Astoria fleet; tow them from 
the mouth of the Columbia into Puget Sound to load at Seattle or 
Tacoma. 

Mr. Casey. But the more grain you concentrate in one or two of 
these reserve fleets, the less facilities you are going to have to unload 
the grain in the event of emergency. 

Mr. McGutre. It is true that the facilities in the area, that is, the 
elevator and marine leg facilities, will determine how fast they can 
be discharged. Our best estimate is that in the Northwest, for ex- 
ample, we can discharge an average of at least two vessels a day based 
on our best knowledge, and admittedly it is speculative. Certainly 
in the Baltimore and Norfolk area adjacent to the James, we can dis- 
charge vessels in pretty fast order. In the Hudson I should think that 
we could accomplish very speedy discharge by reason of the facil- 
ities available at New York City. 
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Mr. Petiy. Could I ask a question at this point? Is it not true 
that the cost of dredging at Astoria is somewhere near $10,000 a ship 
to take care of a loaded ship? 

Mr. McGutre. Our experience on the dredging that we did at As- 
toria, Mr. Pelly, is at about that amount, sir. In fact, we expended 
$875,000 to dredge that basin in which we put 87 deep-loaded ships. 

Mr. Petry. There is no area in that basin now which could take 
any more without further dredging? 

Mr. McGuire. That is correct, sir. 

Mr. Petty. Can you not tow an empty ship from Astoria to Puget 
Sound for somewhere around $7,200? 

Mr. McGuire. The towing itself could certainly be done for that, 
I believe, Mr. Pelly; yes, sir. We have worked up some detailed 
figures on it which we are giving over to the Agriculture Department 
people. It will be for their eventual determination how they want 
this done, but it can be done either way, sir. It can be done by dredg- 
ing the Astoria Basin, which can accommodate no more than the 
additional 75, or it can be done by shifting to Olympia where we have 
ample deep-water facilities and no dredging required. 

Mr. Petty. How many more ships can you take at Budd Inlet 
than the 43 loaded ones that you have now ? 

Mr. McGutire. We have so much area free there, Mr. Pelly, that I 
believe it safe to say without limit, as far as this problem is concerned. 

Mr. Petry. In other words, if you had 105 ships made available 
to Agriculture now, they could be towed to Puget Sound and put in 

the present moorage facilities there at considerably less cost than 
there would be at the Columbia River at Cathlamet Bay ? 

Mr. McGuire. As to the cost, I cannot say for a certainty, Mr. 
Pelly, but certainly as to the physical ability to move them and moor 
them in Budd Inlet, that is quite correct, sir. We can do it without 
a bit of trouble. We would have to run an additional cathodic instal- 
lation, but that is not an important problem. 

The Cuatrman. Let me ask the witness, how many available ships 
are there in the Wilmington fleet ? 

Mr. McGuire. We have a very large number available at Wilming- 
ton, Mr. Chairman. 

The CuatrmMan. How many do you have loaded there ? 

Mr. McGuire. We have none loaded with grain, Mr. Chairman. 

The CuatrMan. What is the matter ? 

Mr. McGurre. That, sir, is again a determination of the Depart- 
ment of Agriculture, and my understanding is that it is due to cli- 
matic conditions. 

The Cuatrman. What is the trouble with the climate? 

Mr. McGuire. My understanding, Mr. Chairman, is that their 
view is—this certainly is not a decision made in the Maritime Admin- 
istration—that the humidity and high temperatures prevailing in the 
Wilmington area make it a difficult problem to ventilate and main- 
tain the grain. 


The CratrmMan. Do they have any loaded in the James River 
fleet ? 

Mr. McGuire. Yes, sir: we have a large number in the James. 

The CHarrman. Would it be all right if I got the Weather Bureau 


to give you some testimony about the identical climate in those two 
places ? 
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Mr. McGuire. I would suggest, Mr. Chairman, that if you would 
pay a visit to the Department ‘of Agriculture—— 

The Cuatrman. There is no other problem which would prohibit 
the utilization of that fleet ? 

Mr. McGuire. No great problem. There are some minor problems, 
Mr. Chairman, but I "do not believe there is a serious problem there. 
We do have some other troubles, but our decisions in respect to the 
utilization of grain ships are wholly based on the Department of 
Agriculture. 

The Cuarmman. The expense is entirely paid by the Department 
of Agriculture? 

Mr. McGuire. Yes, sir. 

The CHarrman. The movement of the ships is paid by the Depart- 
ment of Agriculture? 

Mr. McGuire. They pay all the expenses, including movement of 
the ships, yes, sir. 

The Cuarrmman. They pay for the dredging in case that is neces- 
sary ? 

Mr. McGuire. Yes, sir. 

It might be of interest to know our estimate of the costs on this 
to date. That is without the storage costs. It has been rather low. 
The total average cost 

The CHarrman. That is nothing that has anything to do with 
Maritime, is it? 

Mr. McGuire. No, sir. This is the cost to Agriculture. 

The CHaimrman. That is all right. 

Are there any further questions? 
Mr. Petuy. Could I ask one more question ? 

The CHarrMan, Yes. 

Mr. Peiiy. Have you any evidence that it is going to be necessary 
to redredge on account of the facilities in the area in Cathlamet Bay 
where the. grain ships are now stored ¢ 

Mr. McGurre. I have only the advice given to me to date, Mr. Pelly, 
which is to the effect that there is no appreciable silting of heavy 
degree, and that information came from the soundings made by the 
Corps of Engineers a year ago, that is to say, in 1954, when they were 
taking soundings i incident to the dredging that was about to be done. 
At that time the soundings taken indic ated that relative ly little fill- 
in had occurred in the years between 1950 when the basin was first 
put in operation, and 1954, in the 4-year period. 

Mr. Petry. I understand that the channel silts up very rapidly, and 
to get the ships out you are going to have to dredge, and you cannot 
fill the ships full now because it is not dredged deep enough. 

Mr. McGuire. I have with me Captain Kriner, who is assistant 
head of our reserve fleet activities, and who is much more familiar 
technically with that situation. 

Mr. Prixy. I do not wish to take up the time of the committee on 
that local matter. 

The CHatrman. It is 12 o’clock. We hope to complete the present 
program with the Maritime Administration tomorrow. There will 
be other features which we will take up later. There is certain legis- 
lation which is contemplated in the near future. 
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Mr. McGuire, there are two or three other subjects, and I think 
if you would come down for 15, 20, or 30 minutes tomorrow morning, 
we could complete them; and then proceed with the next witness 
and complete this series of hearings tomorrow at 12 o’clock. 

Mr. McGutre. Yes, sir. Will that be at 10 o’clock, Mr. Chairman ¢ 

The CHarrman. Ten o’clock tomorrow. So the committee will 
stand adjourned now until 10 o’clock tomorrow morning. 


(Whereupon, at 12 noon, the committee adjourned until 10 a. m., 
Friday, February 25, 1955.) 








STUDY OF THE OPERATIONS OF THE MARITIME ADMIN- 
ISTRATION AND THE FEDERAL MARITIME BOARD 


FRIDAY, FEBRUARY 25, 1955 


Houser or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

‘The committee met at 11 a. m., pursuant to recess, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 

The Cuairman. The committee will be in order. 

The witness this morning is Mr. McGuire, continuing the testimony 
which was given yesterday. 


STATEMENT OF CHARLES H. McGUIRE, DIRECTOR, OFFICE OF 
NATIONAL SHIPPING AUTHORITY, MARITIME ADMINISTRATION, 
DEPARTMENT OF COMMERCE—Resumed 


Mr. McGuire. Mr. Chairman, ladies and gentlemen of the com- 
mittee, I will resume this morning by touching briefly on the past and 
present chartering activities of the Maritime Administration. 

We have chartered vessels over a considerable period of time under 
basically two different acts; mainly under the terms of the Merchant 
Ship Sales Act of 1946, as amended in 1950 by Public Law 591. 

We have had, over the period of time since the end of the war, a very 
considerable number of Government-owned vessels chartered by pri- 

vate American companies. The peak period of chartering occurred 
in about the middle of 1947 when we had 1,507 ships under charter. 
That has been reduced successively since that time until today we 
have only 29 ships under charter. As at the end of last year there were 
28. Since that time one, a Mariner ship, has been chartered to the 
American President Lines, the O/d Dominion Mariner, for one around- 
the-world voyage. 

The ships now under charter are, in addition to the 1 mariner ves- 
sel I just mentioned, 9 fully refrigerated vessels, of which 7 are under 
charter to the Pacific Far East Line, and 2 to the American President 
Lines. Those ships are all operating wholly for military account. 

We have additionally, under charter to the Alaska Steamship Co. 
4 C1-MAVI1 dry-cargo vessels and 2 of the small, fully-refrigerated 
vessels of essentially the same type. 

We have under charter to Philippine companies a total of 8 vessels, 
of which 6 are C1-MAV1’s and 2 are the small, coastal type, the N-3 
vessels. All eight of those vessels have been operating in the Philip- 
pine interisland trade, having been chartered under the terms of the 
Philippine Rehabilitation Act extending back to as far as 1946. 
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We have two passenger vessels, the Brazil and Argentina, under 
charter to Moore-McCormack Lines for their east coast South Amer- 
ica service, under the terms of title VII of the Merchant Marine Act 
of 1936. 

Finally, we have three additional Mariners under charter to the 
Pacific Far East Line, which also were chartered under competitive 
bidding under the terms of the 1936 act. 

Finally, in respect of charters, as a matter of interest, we have 
received in the period of time since the end of World War IT, in basic 
chi arter hires, to the end of the last fiscal year, June 30, 1954, a total 
of $334,799,000; and in additional charter hire above basic charter 
hire, we have received $78,541,000. 

Mr. Casey. Mr. McGuire, these chartering activities under the 
1936 act you say are let out by competitive bid. Is there a floor price 
below which you will not accept a charter ? 

Mr. McGutre. There is a floor price stipulated in respect of each 
of the vessels chartered under those terms. In respect of the Mariners 
there is a floor price established as the statutory selling price of the 
vessels. In respect of the prewar vessels, there has been a value 
determined for charter hire purposes. 

Mr. Casry. On the Mariners, what percentage of the valuation do 
you accept for charter purposes ? 

Mr. McGutre. We have advertised those vessels under competitive 
bid at the minimum price stipulated in title VII of the 1936 act, 
which is 814 percent of the statutory sales price. In the base of the 
Mariners 

Mr. Casey. What is the statutory sales price? 

Mr. McGume. I should say the average selling price determined 
by the Federal Maritime Board for the Mariners for foreign. trade 
is $4,774,000. The basic minimum monthly charter hire for the 
Mariners is, therefore, $33,815.83, or a little more 

Mr. Casey. What additional charter hire are you talking about ? 

Mr. McGuire. I do not recollect having mentioned additional except 
in respect of the war-built vessels. However, there is in respect of 
the charters under the 1936 act also a stipulation required under the 
terms of the act that 50 percent of all profits in excess of 10 percent 
of capital necessarily employed reverts to the Government as an addi- 
tional charter hire. 

Mr. Casey. This figure you gave us of $78 million which accrued to 
the Government since the war in charter ing—what is that made up of ? 
How do you get that additional charter hire? 

Mr. McGuire. Those figures which I mentioned, Mr. Casey, relate 
to the charters in the main made under the terms of oe 1946 act. 
In respect of those charters, there is a different recapture or excess 
charter hire provision than that stipulated in the 1936 act. In 1947, 
the then Maritime Commission fixed its own excess charter hire levels, 
which are for all profits above the amount of 10 percent allowed on 
capital necessarily employed. On the first $100 per day of profits 
on the operation of those vessels, the charterer paid to the Govern- 
ment excess charter hire of 50 percent; on daily profits in excess of 
$100, that is to say, from $100 to $300 per day, the charterer must 
pay to the Government 75 percent of that amount; and on all daily 
profits exceeding $300 per day, he must pay 90 percent to the Govern- 
ment. So the sum total of excess charter hire as mentioned previously, 
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in the sum of $78,500,000, relates primarily to those charters under 
the 1946 act. 

Mr. Casry. Can you give us some general idea of how much profit 
these people generally m: rake? What proportion falls into the $100-a- 
day category, and how many fall into the category where ‘you get 
back 90 percent of their profits ? 

Mr. McGuire. In the immediate postwar years the profit levels in 
operation of these ships were quite high, and although I cannot give 
an average daily figure, and, in fact, there are today very few vessels 
left under this type charter, I can give an indication of it. For 
example, in the year 1947, the estimated excess charter hire above 
basic was $42,768,000. In the years following that year, the excess 
charter hires have been exceedingly moderate. 

For example, in 1948 they were only $114 million—I am using 
round figures—in 1949, ees in 1950, $820,000; in 1951, which, 
of course, was another year of high activity, $3,306,000; in 1952, 
$1, 888,000; in 1953, $345.0 0 excess charter hire. 

Mr. Casey. Are you going to get any in 1954? 

Mr. McGuire. In 1954, we will get perhaps a very moderate amount, 
but there is some doubt that we will get anything. 

Mr. Casry. What happens to the money you get in from charter 
hire ? 

Mr. McGuire. As of now, the very limited amount of moneys com- 
ing in on charter hire goes into the vessel operations revolving fund, 
with very few exceptions. The division of the receipts there in re- 
spect of the funds which go into the vessel operations revolving fund 
and those which go into miscellaneous receipts of the Treasury was 
determined by an interpretation by the General Accounting Office 
of the terms of the Supplemental Appropriation Act in 1951, I think 
the third supplemental of 1951, when we received the initial fund 
for the commencement of a vessel operations revolving fund. 

Mr. Casry. In other words, prior to 1951, all the money went into 
the miscellaneous receipts of the Treasury. 

Mr. McGuire. That is correct, si 

Mr. Casey. So actually, as far as Maritime is concerned, they have 
no use of that money at all. 

Mr. McGuire. That is correct, except I should qualify my answer, 
Mr. Casey, and I have to depend on memory for this. In the early 
postwar years, I would assume that charter hire receipts perhaps 
went into the construction revolving fund at that time. I do not 
know definitely. 

Mr. Casry. You lost that construction fund in 1946. 

Mr. McGuire. That was lost in the years immediately following 
World War IL. 

Mr. Casey. Beginning in 1951, you received about $20 million in 
order to break out ships from the reserve fleet. 

Mr. McGuire. That is correct. 

Mr. Casry. Some portion of the charter moneys which have been 
received since 1951 has gone back into that revolving fund and is 
available for these expenses of breaking out ships from time to time 
and deactivating ships into the reserve fleet ¢ 

Mr. McGuire. That is correct. 

Mr. Casry. How do you figure the capital necessarily employed in a 

harter arrangement ? 
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Mr. McGuire. It is a rather complex formula determined by our 
comptroller’s office, Mr. Casey. I will give you, however, a brief 
summation, 

The average working capital requirement for the charter of 1 Vic- 
tory vessel is, as I remember it, $150,000, and a net worth requirement 
for 1 vessel of $75,000. There are graduated and complex scales of 
minimum requirements and maximum allowed requirements for the 
computation of excess charter hire that are stipulated in lengthy and 
detailed regulations. 

Mr. Casey. In other words, you do have a uniform figure that you 
permit to be included as capital necessarily employed for a particular 
type ship? 

Mr. McGuire. Yes, sir; we do have. Each charterer is prorated 
by our financial people in respect of the various types of operations 
performed by the same company, and a pro rata division of that is 
set up by our comptroller’s office in order that only a fair and reason- 

able apportionment of the net worth of a company is permitted to be 
charged against the charter operations, because that does have an effect 
on excess charter hire. 

Mr. Casey. Iam not clear whether or not this determination is made 
uniformly. In other words, you disallow anything over and above 
a set figure, no matter how much capital any particular company might 
say they had tied up ina particular chartering operation! Or do you 
analyze each individual company and make a determination ace ording 
to the company’s own capital and its net worth and its accounting 
practices, and so forth ? 

Mr. McGuire. Standards are established by formal order. They 
are applied, however, in the manner you indicate, Mr. Casey. They 
are analyzed in respect to each individual company’s position, because 
to do otherwise would affect the excess charter hire in respect of each 
differing company. 

The next phase that I will touch on is with respect to the freight- 
forwarding activities performed under the so-called Bland Act, section 
217 of the Merchant Marine Act of 1936. That was basically a 
wartime measure. The act was passed in 1942. The principal activity 
under that act has been to set up a list of American freight forwarders 
eligible to participate in the forwarding of foreign economic aid 
program cargoes. We have administered that for some years now. 
We have reported to the Congress regularly on our administration 
of that act as was provided in it, until about a year ago or a little more, 
when we were relieved of that reporting requirement. 

We have stated on numerous occasions that the act is somewhat 
difficult of appropriate enforcement, as it were, because of some 
vagueness existing in its terms. The only compl: nts or difficulties 
encountered in its administration have been in respect of the freight- 
forwarding practices, as it were, of the Department of Defense. 
Rather, I should express it in the negative sense: The unwillingness 
of the Department of Defense to utilize the services of freight for- 
warders. 

Mr. Casry. Before you get into that, Mr. McGuire, I think we 


should get what the act says. In other words, what does the provi- 
sion sav ¢ 
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Mr. McGuire. The act is a little lengthy, and I don’t believe you 
would want me to read it; but broadly, the function laid down for 
the Maritime Administration is— 
to coordinate the functions and facilities of public and private agencies en- 
gaged in the forwarding and similar servicing of water borne export and import 
commerce of the United States. 

Mr. Casey. In other words, you are designated as the one central 
agency to coordinate—and I assume that that might be the vague 
term in the statute—the activities of the various departments in the 
executive branch in the use of freight forwarders. 

Mr. McGuire. That is correct, Mr. Casey. The fact is that we have 
never known clearly-—and I personally believe the act needs some 
amplification, amendment, or other action—we have never known 
clearly what the function of coordination as stipulated in the act was 
intended to mean. 

The act seems to have been clearly designed to retain and preserve 
the freight-forwarding activity during a period of war. It was en- 
acted at a time, as I understand it—although I was not then familiar 
with this particular activity—it was enacted at a time when our 
freight-forwarding industry in this country was faced with the prob- 
ability of extinction due to the onset of our tremendous lend-lease 
shipping activities and the fact that the foreign missions then in this 
country administering lend-lease activities set wp for their own pur- 
poses their own freight-forwarding establishment. 

In order that we might retain that industry during a period of war, 
the Bland Freight Forwarding Act was passed. It did function ex- 
ceedingly well. It did preserve the industry. The War Shipping 
Administration at that time established a forwarding organization in 
which they formed the effective freight forwarders of this country 
into composite groups. They were able by that means to maintain 
themselves during the war. 

Mr. Casey. The freight forwarders maintain at the present time 
that that act required that Government agencies utilize their services 
in the shipment of Government cargo; do they not ? 

Mr. McGuire. That is correct, sir. 

Mr. Casry. It is time that the Congress or some of the agencies 
decided whether or not the act does have that effect. Have you re- 
quired any of the departments to use freight forwarders ? 

Mr. McGuire. We have issued a formal order having that effect, 
Mr. Casey. That was issued some several years ago. That order has 
been followed, generally speaking, by the agencies of the Government 
concerned with our foreign economic aid programs in all respects. 

In respect of the for warding of military cargo, the policy of the 
Department of Defense, gener rally speaking, especially since the for- 
mulation of the Military Sea T ransportation Service as the controlling 
unit of military transportation, has been not to utilize the services of 
private freight forwarders except in those rather isolated instances 
where a military establishment in the field capable of handling the 
forwarding activity does not exist. 

We have participated in joint meetings with the freigh’ “orwarders 
and the Department of Defense. Our position in that matter has 
been that we do not have the right or authority under this act to 
stipulate to any agency of Government, and most certainly not to 
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the Department of Defense, whether or not it is in the interest of the 
United States to require the use of private freight-forwarding organ- 
izations to handle military cargo or even commercial- or civilian- 
type cargo moving under military auspices, because our military 
people have held that many items of military cargo moving are by 
necessity secret in nature. They have held additionally that in respect 
of nonmilitary types of cargo moving under military auspices, a 
knowledge of the supply picture represented by that civilian-type 
cargo may be equally a matter of national security. 

Mr. Casey. This is another section of the act which was enacted 
at the beginning of the war which now may or may not be obsolete, 
but, at least it is one provision of the 1936 act which should require 
the attention of this committee or some appropriate committee = the 
Congress, to decide whether this is presently needed, whether it is a 
clarified form at the present time, or whether some other action should 
be taken. 

Mr. McGuire. We have so reported to the Congress, Mr. Casey, on 
several occasions. I might say that in the early years vie World 
War II, I believe in 1947, we did address a letter to the late distin- 
guished chairman of this committee, Judge Bland, advising of our 
view that the act was an act having wartime application, and 
one not intended to have application in the postwar period. We were 
ihen advised by Judge Bland that he, as the author of the act, did 
not agree with that interpretation; that he felt that it had applica- 
tion, as its terms in some measure indicate, to the rehabilitation of the 
postwar situation in respect of our export and import foreign 
commerce. 

The CuarrMan. You said you were relieved of some part about a 
year ago. Of what part were you relieved ? 

Mr. McGuire. Mr. Chairman, we were relieved only of the report- 
ing requirement, 

The CuarrmMan. How were you relieved of that ? 

Mr. McGuire. That was in an omnibus bill of some sort passed by 
the last Congress, which relieved reporting requirements of many 
agencies of Government on various types of bills. This one imposed 
upon us a quarterly reporting requirement. 

The Cuairman. Mr. Allen? 

Mr. Auten. Mr. McGuire, it is true, is it not, that while the diffi- 
culties the freight forwarders experience came into great prominence 

when the MSTS was formed, on the other hand the MSTS has to 
do with cargo only when it gets aboard the ship and the forwarding 
activities are all carried on by the shipping agencies, which may be 
the Army, the Navy, or one of the other of the armed services? 

Mr. McGuire. It is quite correct that the obligation of MSTS 
commences only when the cargo is delivered aboard the vessel, and 
ceases when the cargo is taken by ship’s tackle at port of discharge. 
age ‘ver, the Military Sea Transportation Service, as I understand 

. has objected to the payment of freight-forwarding fees in con- 
vik with cargo handled in their vessels under space-charter con- 
tracts with the American shipping lines, and have stated that if such 
fees are paid they will require that they be obsorbed wholly by the 
private American lines which had those space-charter contracts with 
them. 
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The CuarrMan. Does that conclude your statement ? 

Mr. McGuire. I have two small items, if you wish to hear them, 
Mr. Chairman. 

The Cuatrman. Proceed. 

Mr. McGuire. They are really a part and package of the one. 

We do have a greaf deal of activity in my particular office in con- 
junction with another office, the P rogram P1; anning Office of the Mari- 
time Administration, in doing what we reas sonably « can to overcome 
the discriminations of foreign governments and foreign shipping lines 
and individuals that affect our American shipping industry. 

In addition to that, we administer the terms of an interesting act 
of the Congress, Public Resolution 17 of the 73d Congress, which was 
passed on March 26, 1934. That is a rather brief resolution. The 
sense of it is that in connection with the financing by any agency of 
Government, financing granted for fostering the exportation of agri- 
cultural or other products of the United States, such products shall be 
carried exclusively in vessels of the United States, unless an exception 
is granted by the administering agency. 

In recent years the lone agency of Government concerned with this 
type of activity has been the Export-Import Bank. We have worked 
very closely with that agency of Government, and have had excellent 
cooperation from them in all respects 

We have endeavored in the administration of that act, as it was 
interpreted by the then Attorney General in 1934—that it was a per- 
missive thing, that it was a statement of congressional policy and not 
a mandatory act of Congress—we have worked, in the administration 
of that act, to do what we could in granting to foreign nations having 
their own merchant marines the right to transport a part of the 
cargoes financed by these loans, and in the granting of those rights 
to other nations we have sought to secure benefits to our own merchant 
marine in respect of the discriminations that may exist against 
American shipping by those governments. We have made a number 
of agreements with foreign governments which have provided, where 
those governments have their own merchant m: aan that they can 

‘arry varying amounts up to but not exceeding 50 percent of the cargo, 
that having been done with the full consent and concurrence of the 
Export-Import Bank and under a so-called rule of feasibility. 

The CHairman. It is not clear. Is this another 50-percent opera- 
tion ¢ 

Mr. McGuire. This perhaps may be des . o as the father of some 
of our shipping preference provisions, Mr. irman. This is cargo, 
the export of which is financed by a loan agency of the United States 
Governme nt. It ap plies, for example, to all sorts 0 f activities in the 
foreign field, such as the building of power stations in South America 
It applies o-—— 

The Cuairman. Where a Government financial lending agency 
lends to a foreign government for construction, 50 percent of the ma- 
terial must be carried in American-flag vessels / 

Mr. McGuire. Yes, sir, or in some cases, Mr. Chairman, up to 100 
percent if that nation does not have its own merchant mariné, 

Mr. Casey. Mr. McGuire, I am rather interested in this law, too. 
It was passed in 1954 in the depression days. It was passed shortly 
after the Buy American Act in 1933, both designed to protect Ameri- 
can industry at a time when it needed protection. 
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Mr. McGuire. That is correct, sir. I understand the motivating 
influence particularly for Public Resolution 17 was the fact that our 
Government had, through the then Reconstruction Finance Corpora- 
tion, advanced large sums of money to several nations. I am think- 
ing particularly of a loan, I believe for cotton, to Germany in those 
years. A large amount of cotton was being exported. It was found 
that not a pound of that cotton was going on American vessels. I 
may be exaggerating slightly, but it is my general recollection it was 
the claim that we were advancing the money to permit the exporta- 
tion of these products, and the nations concerned with them were di- 
recting the shipping, either directly or indirectly, to vessels of their 
own nation: ality or of their own choice, if not of their own nationality. 

Mr. Casey. This resolution starts off by saying, “It is the sense 
of the Congress,” does it not? 

Mr. McGuire. That is correct, sir. 

Mr. Casry. That was the phrase that was pointed out by the At- 
torney General as indicating that that was congressional policy, but 
that it was not a mandatory “requirement. I think the Attorney Gen- 
eral went on to point out that the agencies should be very slow to de- 
part from that congressional policy, did he not ? 

Mr. McGuire. He did, sir. Broadly, he described it as a rule of 
guidance to be followed by the administrative agencies of the Govern- 
ment engaged in making loans to finance the exporting of agricul- 
tural and other products. 

I should say, Mr. Casey, that if I ever conveyed the impression that 
the final power of decision in this respect rests with Maritime, I did 
not mean so to convey. Rather, it rests with the loan agency of the 
Government, the Export-Import Bank. However, they have followed 
without question the guidance or advice that we have given them in 
that connection. 

Mr. Casry. The only guidance and advice you give them is as to 
whether or not the country which is involved is one which practices 
flag discrimination; is that so? 

Mr. McGuire. Not necessarily. 

Mr. Casry. What guidance do you give them ? 

Mr. McGuire. We go quite far beyond that, sir. We in fact nego- 
tiate with and determine in each individual case whether it is appro- 
priate, in our judgment, for the vessels of the n: ition involved to be 
permitted to participate at all, not only where discriminations are in- 
volved but where the vessels of that country are in such negligible 
number or not trading with this country as a regular proposition ; and 
finally, of course, where there exist discriminations that we want re 
moved. 

Mr. Casey. I fail to see where there is too much room for admin- 
istrative discretion in this statute of 1934, even though it is not man- 
datory. Incidentally, I believe this was specifically more or less 

ratified by the permanent 50-50 legislation enacted, in the sense that 
it was spelled out that it was not “intended to repeal or modify the 
provisions of Public Resolution 17; is that right ? 

Mr. McGuire. That is entirely correct, sir. 

Mr. Casry. So we can accept, so far as the law is concerned, that it 
is still the policy of the Congress that 100 percent of all cargoes which 
are financed by Government loans will move on American ‘ships. 
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Mr. McGuire. That could be stated to be so, Mr. Casey, except to the 
extent that later acts of Congress by implication may have affected 
Public Resolution 17. What I am trying to say is that the Congress, 
certainly as represented by this committee, on various occasions has 
declared in effect a new policy y, that the fair and reasonable participa- 
tion of foreign vessels in these matters concerned with direct or in- 
direct Government financing is not to exceed 50 percent. We have 
borne that in mind, as we have also the terms of the interpretation 
of the Attorney General in 1934, where he did establish a broad rule 
of feasibility which has been interpreted by and our Administration 
has been subject to the approval of our various General Counsels. 
Under that rule, where the Nation has its own merchant marine and 
where the general picture is such as would seem to warrant that 
country’s being logically allowed to share in the traffic, we have had 
ample room under the Attorney General’s opinion to apply the 50-50 
provision within that rule of feasibility. 

Mr. Casey. Here is what I am driving at: This has been the law 
since 1934. It requires that 100 percent of Government loan cargoes 
travel on American ships. Is it fair to say that in connection with 
British shipping, for example, since 1934, that administratively we 
have been requiring that only 50 percent of Government loan cargo 
go on American ships and we have permitted the British to carry 
50 percent of that kind of cargo on their ships ? 

Mr. McGuire. Because of the example used, Mr. Casey, I am not 
able to give you a very definite answer. There have been no such 
loans within my knowledge or record in respect of the United King- 
dom. 

Mr. Casey. Pick a maritime nation where you have had some loans ¢ 

Mr. McGuire. Norway and Sweden, for examp le, are outstanding 
examples. We had the interesting case of the new small nation of 
Israel, which had a foundling merchant marine, in “pt ge of which 
we did negotiate an agreement whereby we allowed a very modest 
participation at the beginning of their merchant ins operations, 
and we later permitted them to carry up to 50 percent when they had 
a merchant marine of reasonable consequence trading with the United 
States. 

Mr. Casry. So on the basis of this statute, administratively you have 
been giving cargoes in some cases up to 50 percent to some of these 
maritime nations, and at least it could be argued that that is in 
direct conflict with the national policy established in 1934. 

Mr. McGuire. It could be argued, Mr. Casey; but I do not believe, 
in the light of the interpretations over the past years, that it could 
be successfully argued. We have endeavored to use this public reso- 
lution as an instrument to better the position of our own merchant 
marine. We have never felt that to administer it in the most arbi- 
trary fashion, that is to say, to require 100-percent shipment, as the 
resolution would permit, would in the final analysis benefit the United 
States. In fact, we have believed that the reverse would be the 
case, 

I might say that this 1s unique, in that the administration of this 
activity in conjunction with the loan agency is one which is vested, 
by the opinion of the Attorney General in 1934, in the Maritime 
Administration, then described as the Shipping Board Bureau of 
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the Department of Commerce. It is not one in which the Depart- 
ment of State, for example, has jurisdiction. We deal, generally 
speaking, directly with the representatives of foreign ni tions in con- 
nection with this activity. We do consult them, however. 

Mr. Casey. You keep referring to the opinion of the Attorney 
General, but if I understand the opinion of the Attorney General 
correctly, it is merely that you are not mandatorily required to ship 
100-percent cargoes on American-flag ships, but recognizing that that 
is the policy of the Congress as laid down in that resolution in 1934 
and, to the extent feas ‘ible, it should be complied with. 

Mr. McGuire. We have believed, Mr. ( asey, that our administra- 
tion of it over many years now has been in accord with the will of 
the Congress. Here is the concluding note of —— 

Mr. Casey. Has the administration of it ever been questioned ? 

Mr. McGuire. No, it has not, within my knowledge. 

Mr. Casrny. Has it ever been put to an issue / 

Mr. McGuire. I should revert to my previous answer. It has, I 
believe, at times been questioned in the reverse sense. It has been 
warmly disputed that we do these things that have been done. 

Mr. Casey. Who makes those arguments? 

Mr. McGuire. They have been made, of course, by representatives 
of foreign governments, by representatives, certainly, of for elgn 
shipping companies. I do not think I should go beyond that in 
identifying the source of comment or complaint. 

I might refer, because it bears directly on the question you raised, 
to the clos sing sentence of the opinion of Attorney General Homer 
Cummings in 1934 [reading]: 

Such agencies are not required by the resolution, however, to provide in all 
loans that such products shall be carried exclusively in vessels of the United 
States, but only if it is-feasible to do so, as to which I suggest that the views 
of the Shipping Board Bureau should in each instance also be obtained in 
deference to the resolution. 

What that conveys, of course, is that we, the successors to the 
Shipping Board Bureau, stand in the capacity of an advisory body 
to the loaning agency, and the final power of decision does, of course, 
rest with that agency. They embody in the terms of their loan 
agreements a specific provision that this 100-percent rule shall be 
applied unless waived by them, the Export-Import Bank. As to any 
such waiver, they take into account our views and comments and, 
within my recollection, they have practically without exception fol- 
lowed those views. 

The Cuarrman. You spoke of discriminations against American- 
flag vessels. Is there any port discrimination by the principal mari- 
time nations? 

Mr. McGuire. There are no port discriminations by the principal 
maritime nations, Mr. Chairman. T do not recollect that there are 
any serious port discriminations. There are a number of minor mat- 
ters. However, I might say—— 

The CHatrmMan. Some of them might not be so minor. 

Mr. McGuire. Mr. Chairman, we have reported to the Congress 
in that connection. Several years ago in connection with hearings 
then being held, I believe by a subcommittee of the Senate Committee 
on Interstate and Foreign Commerce, we submitted a rather lengthy 
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recital of the various types of discriminations affecting American 
shipping. 

The Cuamman. I wish you would prepare for this committee as 
of the present time the fees, charges, or discriminations which may 
be made against American-flag vessels entering foreign ports which 
are not charged here in American ports, with the names of ports, and 
so forth, whether they are harbor fees, lighter fees, or whatever it 
biay be, 

Mr. McGuire. Which are discriminatorily applied against our 
vessels as contrasted with not being applied against their own or 
other vessels 

The CHatrman. Any foreign vessel, ours as well as other foreign 
vessels, that are not charged the flag of that nationality. 

Mr. McGuire. Yes, sir. I would be very glad to give you all the 
information we have, Mr. Chairman. 

The CHairman. Submit it for the record, please. 

(The information referred to follows:) 


DISCRIMINATORY PRACTICES OF FOREIGN GOVERNMENTS IN THE FIELD OF PORT DUES 
AND RELATED CHARGES 
Reuador 

For a number of years the laws of Ecuador have provided that national-flag 
vessels enjoy certain reductions in port service tariffs. These were not material 
to United States shipping until Ecuadoran interests entered the field of overseas 
shipping in competition with our own operators in 1946 upon the establishment 
of Flota Mercante Grancolombiana, a joint enterprise owning vessels under the 
flags of Colombia, Venezuela, and Ecuador. In 1946 a decree extended the na- 
tional-flag preferences to foreign-flag vessels of the Grancolombiana fleet. As a 
result, some third-flag vessels as well as vessels of Ecuador have received and 
continue to receive preference over United States vessels. 

Diplomatic negotiations have not succeeded in amending these arrangements, 
the most serious of which is the dual scale of consular fees, which has greatly 
reduced the participation of United States flag operators in cargo moving from 
the United States to Ecuador. In the field of port dues and charges, United 
States shipowners, pursuant to decree law 240 of March 31, 1937, pay lighthouse 
and pilotage dues on every entry, whereas preferred vessels pay once a year at 
a higher unit rate, with the overall result that United States liner vessels in 
regular service pay a somewhat higher amount than preferred vessels over any 
given period of time. 


irgentina 


In response to industry complaints filed in 1948 and subsequently, diplomatic 
representations have been made to Argentina through the Department of State 
for the removal of preferential measures detrimental to United States shipping. 
Principal items are the licensing procedures and group purchasing and selling 
arrangements by a quasi-governmental body, which have the effect of routing 
commercial cargo on Argentine-flag vessels. Additional items include the port 
service tariffs under which reductions were granted to vessels of Argentine regis- 
try, including light and health dues, buoy dues, entrance dues, permanency and 
whurfage dues, and pilotage. We are advised that these port tariffs have been 
adjusted and are now administered on an equal basis for both Argentine and 
foreign ships. In the field of permanent berth assignments at the port of Buenos 
Aires, some United States owners have not succeeded in obtaining facilities com- 
parable to those allocated to vessels of Argentine registry. 

Brazil 

Pursuant te negotiations which have taken place between the Government of 
srazil and the United States over a period of time, legislation is underway in 
Brazil to repeal the law granting berthing priority to Brazilian vessels, also to 
repeal the law which provides preferential consular invoice fees to shippers using 
Brazilian vessels. In the field of port charges, vessels of Lloyd Brasileiro con- 
tinue to enjoy exemption from lighthouse dues and obtain reductions in pilotage 
fees (varying according to the port), whereas United States vessels pay according 


to tariff. 
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British Columbia 

Under the pilotage regulations of British Columbia, United States flag vessels 
as from May 2, 1949, are required to pay for pilotage services at Ocean Falls 
even though a pilot is not taken. The Coastwise Line has contended that this is 
discriminatory since their masters have been accustomed to entering this port 
without pilots and because Canadian and other Empire vessels are exempt from 
payment of the charges unless a pilot is actually taken. In extended corre- 
spondence between the United States commercial interests and the Canadian 
maritime officials, also between our Department of State and the Canadian Gov- 
ernment, it has not been possible to convince the Canadian authorities that this 
represents a discrimination. 

France 

Courtiers maritimes.—The requirement that foreign (non-French) vessels use 
courtiers maritimes (sworn customs brokers) for entrance, clearance, transla- 
tion of manifests, and other matters incident to ships’ business has been the sub- 
ject of complaint by American interests since before the war on the ground that 
it is archaic and unsuited to modern conditions, involves additional expense, and 
is discriminatory as between French and non-French vessels. There appears no 
reason why the ship's regular agent in France cannot attend to the functions re- 
served by law to the courtier. Since the war the entrance of some courtiers 
maritimes into the ship-agency business has created a situation where a ship's 
courtier may also act as agent for a competitor, thus increasing the risk of dis- 
closure of confidential traffic information. This matter has been the subject 
of representations to the French Government for a number of years without suc- 
cess; our Paris Embassy now has the matter under discussion with the French 
Ministry of Foreign Affairs. 

JULY 24, 1953. 
Hon. CHARLES E. PoTTeEr, 
Chairman, Special Subcommittee on Maritime Subsidies, 
United States Senate, Washington 25, D. C. 

Dear SENATOR Porter: This is in acknowledgment of your letter of July 1, 
1953, in which you stated that you wish to hear from the Department of 
Commerce with regard to all instances of unjust foreign discriminations against 
American-flag shipping which have been called to the attention of this Depart- 
ment. In addition, you wished to be advised of the steps which have been taken 
to end such discriminations. 

In April 1952 your committee held hearings on the subject of foreign dis- 
criminatory practices against American-flag shipping, and favorably reported on 
Senate Joint Resolution 150. In those hearings, Adm. E. L. Cochrane, Mari 
time Administrator, placed on the record a statement regarding the basic types 
of discrimination experienced by the American-flag shipping industry, and an 
appendix listing a tabulation of the complaints of discrimination filed with 
the Maritime Administration up to that time, as well as a tabulation of steps 
taken to correct these alleged discriminations. Admiral Cochrane’s statement 
is contained on pages 79-88 of the printed report of that hearing. It is my 
understanding that you wish to have the record brought up to date since April 
1952. 

There is listed below, by countries, the discriminatory practices which were 
either existing at the time the Administration last appeared before your com- 
mittee or which have arisen since April 1952, together with the steps taken by 
the Maritime Administration in attempting to end such discriminations: 
Argentina 

(a) The most serious discriminatory practice of the Argentine Government 
is the routing of commercial cargoes by state-controlled agencies under decree 
6087. Complaints to the Argentine Government as to this practice have not 
yet proved fruitful. As a consequence the Maritime Administration, with the 
concurrence of the Department of State and the Export-Import Bank, has de- 
clined to recommend to the Export-Import Bunk a waiver of Public Resolution 
17 which was requested by Argentine commercial interests for the movement 
of cargo from the United States under Export-Import Bank financing. The 
entire movement of such cargo will, therefore, go forward in vessels of United 
States registry. 

(b) Argentine regulations still reserve more favorable berthing rights to 
Argentine-flag vessels, but due to trade conditions, such regulations have not 
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been a problem within the last year. While the most modern facilities of the 
port are at times assigned, when available, to United States flag freight ships— 
on an individual vessel basis—Argentine-flag vessels have the advantage of 
permanent, fixed berth assignments at the new docks. 

(c) Since the hearings before your committee in April 1952, this Department 
has been notified that port charges in Argentina—which heretofore had been 
administered on a dual-tariff basis deemed by the United States to be discrimi- 
natory—have now been equalized. United States flag vessels now receive equal 
treatment with Argentine-flag vessels as to entrance fees, light and health dues, 
permanency dues, and anchorage in roads dues. 

Brazil 

(a) The Maritime Administration, in conjunction with the Department of 
State, prepared representations for presentation to the Brazilian Government 
as to decree 347. This decree gave Brazilian-flag vessels preferential berthing 
treatment. Subsequent action of the Brazilian Government made warehouse 
facilities available to Brazilian-flag vessels, exclusively, causing delays to 
United States flag vessels. In December 1952 these preferential regulations 
were administratively canceled by the Brazilian Government, and there is pres 
ently before the Brazilian Congress a bill to legislatively rescind decree 347. 

(b) Article 20 of Brazilian Public Law 420 allows a reduction of 50 percent 
in consular fees to shippers on Brazilian-flag vessels. The Brazilian Govern- 
ment has introduced legislation in the present session of the Brazilian Congvess 
to rescind this preferential legislation. 

(c) Recommendations with regatd to the more effective utilization of port 
facilities made by the United States-Brazil Joint Commission for Economie De- 
velopment are being put into effect by the Brazilian Government. 

(d) Article 19 of Public Law 420, which grants certain financial preferences 
to Brazilian-flag vessels relative to consular fees against the vessel, is still 
effective. 

(e) The request of the Brazilian Government for a waiver of Public Resolu- 
tion 17 whereby Brazilian-flag vessels could participate in E’xport-Import-Bank 
financed movements to Brazil provided the Maritime Administration additional 
opportunity to request the removal of inequitable Brazilian practices. When 
the Brazilian Government inaugurated the action mentioned above in connection 
with decree 347 and article 20 of Public Law 420, the Martime Administration 
approved a waiver of Public Resolution 17 with the result that Brazilian vessels 
are now participating in the carriage of Export-Import-Bank-financed cargoes to 
Brazil. 


Canada 


The situation with regard to the British Columbia pilotage regulations as 
reported to your committee in April 1952 still continues. Further representations 
to the Canadian Government were made following these hearings but the 
Canadian Government has declined to reconsider its previously announced 
position. 


Chile 

A complaint was received by the Administration in June 1953 with regard to 
controls imposed by the Chilean Government on cargo moving from the Pacifie 
coast of the United States to Chile. These controls have the effect of making 
mandatory the routing of a large portion of Chilean-bound cargo in Chilean-flag 
vessels. A detailed review, in conjunction with the Department of State, has 
been made by the Maritime Administration relative to this complaint and, as a 
result, the Department of State has sent forward a strong representation to the 
American Embassy in Santiago to be used as a basis for discussion of the 
problem with the Chilean Government. 
Ecuador 

The discrimination in favor of Ecuadoran-flag vessels based on consular in 
voice fees remains unchanged. On cargoes shipped from the United States on 
Ecuadoran-flag vessels and vessels of the “Gran Colombiana” fleet shippers are 
charged only 50 percent of the consular fees, while on cargoes shipped on American 
flag vessels, the shipper pays full consular fees (7 percent ad valorem). Further 
representations have been made in the past year to the appropriate Ecuadoran 
officials with regard to this practice, including a formal note of May 1, 1953, 
from the United States Ambassador to the Foreign Minister. 
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Negotiations, looking to the acceptance of a treaty of friendship, commerce, 
and navigation which would, if ratified, eliminate these practices, are still going 
forward. 

France 

The discriminatory practice of requiring vessels other than French flag to 
employ courtiers maritimes for entrance, clearance, and related services still 
applies. At the request of the Maritime Administration, further representations 
to the French Government were made by the Department of State through the 
United States Embassy in Paris. The Maritime Administration also had the 
opportunity of drawing this situation to the attention of the French Embassy in 
Washington when French cotton interests requested a waiver of Public Resolution 
17 to permit participation of French-flag vessels in the export of cotton financed 
by the Export-Import Bank. Efforts toward solution of this matter will be 
continued. 

Philippines 

The Philippine Government has passed legislation continuing a peso-dollar 
exchange conversion tax of 17 percent, the effects of which are discriminatory 
as to certain American carriers. The Maritime Administration has informed 
the National Advisory Council of the concern which it feels with regard to this 
tax. In addition, the Department of State has instructed the American Embassy 
in Manila to make representations to the Philippine Government looking to re- 
lief for certain American carriers from the inequitable and discriminatory appli- 
cation of this tax. 

Certain inequities in the collection of the stamp tax on transportation tickets 
have also been reported and are being reviewed. 


Spain 


Spanish currency regulations and related practices continue to make it im- 
possible for United States vessels to compete on an equal basis with Spanish 
vessels in the carriage of cargoes from the United States to Spain. A particular 
example is that Spanish boards or agencies which control the purchase of com- 
modities in the United States (cotton, lubricating oil, wax, tobacco, etc.), avoid 
the payment of dollar freights by directing the ocean shipment to Spanish vessels. 

At the request of the Maritime Administration, further representations have 
been made by the Department of State to the Spanish Government. In addition, 
the Maritime Administration has had the opportunity of presenting the case to 
the Spanish Embassy in Washington in response to requests of that Embassy 
for Export-Import Bank waivers during the last 2 or 38 years. In both 1951 and 
1952 the Maritime Administration, with the concurrence of the Department of 
State and the Export-Import Bank, arranged waivers allowing 50 percent par- 
ticipation of Spanish vessels in movements financed by the Export-Import Bank. 
This action was taken in anticipation of remedial action by the Spanish authori- 
ties that would permit greater United States-flag participation in Spanish- 
controlled cargo. Minor concessions by the Spanish Government to date have 
produced very little benefit for United States vessels. 

A third request of the Spanish Government for a waiver of Public Resolution 
17 is presently under consideration. The Maritime Administration sees no oe- 
casion to recommend favorable action unless more effective relief measures are 
offered by the Spanish Government. 

Currency controls by foreign governments, with the object of conserving 
foreicon exchange—nparticularly of “hard” currencies—continue to affect Ameri- 
can-flag shipping services operating in international trade. These controls in 
many instances take the form of regulations which direct to national-flag vessels 
the export and import commercial cargoes, to the disadvantage of United States 
earriers. Currency regulations, which discriminate against United States ship- 
ping, presently exist in Argentina, Brazil, Colombia, and Spain, and have inter- 
mittently been reported in Italy, Israel, and French Colonial Africa. 

The discriminatory effects of these currency controls are difficult to combat, 
particularly since some result from bona fide efforts directed to overcome dollar 
shortages or other currency problems. However, whether these discriminations 
are truly byproducts of dollar shortages, or are primarily used to strengthen the 
position of their national merchant fleets, the effect on United States water 
earriers is equally harmful. Informal complaints are continually received from 
United States-flag carriers as to difficulties experienced abroad through actions 
or regulations of foreign governments. If, after review, such actions appear to 
fall within the category of discriminatory practices—the Maritime Administra- 
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tion, in conjunction with the Department of State, prepares recommendations for 
informal representation by the American embassy to the appropriate foreign 
officials. If no redress is secured, a formal complaint is then prepared for 
presentation to the foreign government. 

Occasionally the country practicing discrimination is the recipient of ee 
States Government loans for the purchase of goods, and request is made by the 
recipient for a waiver of the requirment, set forth in Public Resolution 17, that 
the entire movement be by United States-flag vessels. Full advantage is taken of 
these opportunities to discuss with the foreign government the discriminatory 
practices in relation to their request to participate in the movement of United 
States Government-financed cargoes. Some beneficial results have been thus 
obtained. In the main, however, a continued and persistent approach through 
diplomatic channels has seemed to be the most effective means of dealing with 
foreign discrimination against United States shipping. It is necessary that the 
problem be kept constantly before the foreign governments involved. The inter 
est in these discriminatory practices shown by your committee has strengthened 
the position of this Government in its attempt to deal with the specific problems 
as they arise. 

This Department will, of course, be glad to discuss any further aspects of these 
problems or furnish any additional details if requested by your committee, 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce 

The Cuatrman. Mr. Seely-Brown ? 

Mr. Srery-Brown. Mr. McGuire, I understood you to express 
reasonable satisfaction with the working of what we will call the 
original 50-50 law, that which has been termed the 50-50 law, in 
accordance with the resolution passed in 1934. Would you share that 
sume degree of satisfaction as to the operation of the present 50-50 
law ? 

Mr. McGuire. I do, Mr. Seely-Brown. I believe that the passage 
by the Congress of these so-called shipping preference provisions 
has been of exce edingly ; great aid to our American merchant marine. 
We all regret that these things have to be come, I do not want to 
overdescribe it, but I believe we would be almost utter ly lost without 
them. 

Mr. pacing” Thank you. 

The CuarrmMan. Thank you very much. 

Are con any further questions? 

Mr. Boykin. I have jus st one question a the information con- 
cerning foreign companies for which Mr. vasey asked. You said you 
did not care to mention - of those, but wonder if you would give 
that information to Mr. Casey privately. 

Mr. McGuire. What 1 meant to say, Mr. Boykin, is that there 
have been indications at times 

Mr. Boykin. You do not want to talk about them until you are 
sure, but you would be willing to vive them to Mr. Case ty woul | you? 

Mr. McGuire. I would be very glad to give : supplen ental informa 
tion on that, Mr. Boykin. 

Mr. Boykin. Confidential information; yes. 

Mr. McGuire. All right. | 

The CHamrMaAN. The next witness will be Mr. Steffes, is that right? 

Mr. Tomas E. Sraxem, Jr. Mr. Chairman, the last witness of the 
Maritime Administration is Harold Steffes, who is Chief of our Prop- 
erty and Supplies Division. Under him come the activities of Mari- 
time on the sale of ships under the 1946 act and the purchasing, ware- 
housing, and disposal activities. With this witness, Maritime will 
wind up this series of hearings. 
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Mr. Cassy. How long will this witness take, Mr. Stakem ? 

Mr. Staxem. To doa good job, he says about an hour. 

Mr. Casey. Could he eliminate from his presentation some of the 
statistics on merchant ship sales, and just describe the functions, and 
cut it down some ¢ 

Mr. Sraxem. Yes. Then we have a series of charts which can be 
put in the record. 

(Discussion off the record.) 

The Cuatrman. I want to apologize for having kept you here all 
morning. The committee had some matters it had to attend to before 
we could resume these hearings this morning. 

Will you begin your statement, and at such time as we have to inter- 
rupt you, we will, and then we will bring you back at a later date. 


STATEMENT OF HAROLD E. STEFFES, CHIEF, OFFICE OF PROPERTY 
AND SUPPLY, MARITIME ADMINISTRATION, DEPARTMENT OF 
COMMERCE 


Mr. Casey. What is your full name? 

Mr. Srerres. My name is Harold E. Steffes, and I am Chief of the 
Office of Property and Supply. 

I do not have a prepared statement, but I will try to go through 

this rather rapidly to summarize the activities of my Office, and then 
go into a few of them ina little bit more detail. 
_ As the name property and supply implies, I am concerned with the 
property and supply management activities in Maritime, and I also 
have responsibility for the housekeeping or general service activities. 
Under the heading of property management, T have a division which is 
concerned with the maintenance and custody of 4 reserve shipyards, 
5 warehouses in which we have stored the components and repair parts 
for the ships in the reserve fleets, and reserve training stations. We 
have ownership of 2 terminals. We have the real estate ‘responsibilities 
of the Maritime Administration. 

Under supply management, I have procurement and disposal activi- 
ties. I have responsibility for the ship sales activities as they now 
stand, the enforcement of the mortgage responsibilities. We have 
vessel inventories and inventories of | shor e installations, and the do- 
mestic freight traffic activities that go with the supply function. 

Along with the procurement function we have the planning for 
mobilization, the allocation of industrial facilities, and a material con- 
trol function which ties together the procurement and the disposal 
so we do not purchase and dispose of the same items at the same time, 
but make full use of the property which the Maritime Administration 
has. 

In the general service end of it, the most important aspects are a 
records-management program to be sure that we get rid of all unneces- 

sary records, a tabulating section which services the entire Maritime 
Administration through the machine t: ibulation, space and equipment 
controls, mail file, and such type of activity. 

To take up first the ws arehouse function, as I said, we have five ware- 
houses at Kearny, N. J.; Baltimore, Md.; Norfolk: New Orle: ans; 
Richmond, Calif.; and a subwarehouse in our Vancouver shipyard at 
Vancouver, Wash. We have a total of $43 million worth of materials 
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and equipment in those 5 or 6 warehouses. The largest of those ware- 
houses is the Baltimore warehouse, which has $15 million worth of 
stock. That is a wholly owned Maritime Administration warehouse. 

Our warehouses at Kearney, N. J., and at New Orleans are in instal- 
lations operated by the Navy and the Army. 

Our Richmond warehouse is a large one, also, with $10 million worth 
of stock, and is also a Maritime Administration-owned property. 

We have small stocks in three locations in Europe and we have a 
relatively small stock in our Yokohama warehouse in Japan. 

Mr. Casry. What do you use these stocks for ¢ 

Mr. Srerres. These stocks are esentially standbys for the day when 
the reserve fleets will be reactivated. They were used in the Korean 
war to outfit and repair the ships in the fleet. When the ships re- 
turned, the equipment was removed from the ships, placed back in 
stock, and is ready again for the next emergency. 

Mr. Casey. You are not buying any? 

Mr. Srerres. We do not buy for warehouse stock. I think our ware- 
houses are unique to some extent in that respect, in that we do not 
procure during peacetime for warehouse stock. All our purchases for 
a shipyard or a ship in construction or repair are sent directly to the 
site. 

Mr. Totierson. Does that $43 million figure include all the things 
which you take off a ship when you lay it up, or does it include only 
the spare parts? 

Mr. Srerres. It includes all the equipment which we take off the 
ship when it is laid up, except that which is disposed of because it will 
not lend itself to warehousing. It does not include everything that 
is unused when the ship is laid up, because we leave aboard the ship all 
the durable equipment that would stand storage in the fleet and which 
does not interfere with the preservation work or constitute a fire haz- 
ard. We take off the less durable equipment and store it in warehouses, 
where we can give it better attention. 

Our warehouses are unique in that we therefore have used and new 
equipment in our warehouses, which we use practically interchange- 
ably. We consider a piece of used equipment perfectly usable when 
the ship goes out again. We, of course, segregate it when it comes 
in, to be sure that we have not kept anything that is damaged beyond 
repair and unusable. So our warehouses are made up perhaps largely 
of used property, some of which has been out to sea 3 or 4 times al- 
ready, and will go out again the next time the ship is reactivated. 

Mr. Boykin. You repair whenever you can, when there is damage? 

Mr. Srerres. We try to repair equipment whenever we can before 
we store 1t away. 

Mr.. Casey. How do you sell the material which you do not need, 
which is damaged beyond repair ? 

Mr. Srerres. We sell it, if possible, at shipside to save transporta- 
tion to the warehouse. We sometimes take it to the warehouse site, 
where we have facilities for segregating it and putting it in lots, and 
so forth. But we sell immediately all the unissuable property. 

Mr. Casey. Is it sold by bids? 

Mr. Sterres. It is sold on competitive bids. 

Mr. Cassy. Published bids? 

Mr. Srerres. Published bids. 
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Mr. Casry. Maritime carries on that function; does it? 

Mr. Srerres. Yes. Of course, on items which we take to our ware- 
house we have to go through the procedure of reporting through the 
General Services Administration, but if no other Government agency 
has need of it, then it comes back to the Maritime Administration for 
disposal. 

Mr. Casry. Mr. Miller the other day raised the question of how 
you disposed of oil which was in the ship. How is that done? 

Mr. Srerres. That is also sold on competitive bids. In the case of 
oil and in the case of some consumables, we do not always take writ- 
ten bids, but we take telephone bids, and we sell it on a spot basis. We 
sell it only if first we cannot find another ship on which it can be 
placed. 

All combustibles such as oil we try, if possible, to find another gen- 
eral-agency ship to which it could be transferred. If that is impos- 

sible and it has to come off the ship, we then get at least telephone bids 
in the local community and sell it. 

Mr. Casry. What is the justification in the case of oil for not having 
published bids¢ I can see it in the case of perishables, but what 
about oil] # 

Mr. Sverres. You do not have time in the time that the ship is being 
prepared for layup to take written bids. We go out into the local 
community and take telephone bids. It is competition, but it just is 
not formal with a sealed opening. 

Mr. Casry. Of course, it leaves the way open to call a certain 
favored few each time. 

Mr. Srerres. It should not under proper conditions. The bids are 
recorded. They are public. Anyone who wants to know to whom we 
are sending these telephone calls can get it, and anyone who wishes 
to be called can advise our local disposal officer. 

Mr. Miniter. You say that it should not. Do you say that it has 
not ¢ 

Mr. Srerres. [say it has not. I say there is always the possibility 
in any telephone bids that a disposal officer can neglect to call certain 
people. 

Mr. Mituer. What is the element of that possibility? ‘That is the 
thing which interests me, because I have some « ‘compl: unts from people 
who have tried to put themselves on record in the San Francisco Bay 
area, who never have been invited to bid. 

Mr. Srerres. 1 would be entirely confident that there was no case 
in that area where we have failed to communicate with anyone who 
had expressed an interest in bidding. Since yesterday when I heard 
the question asked, I checked up on the affairs in San Francisco. 1 
found that we were only finding two firms that were interested in 
bidding. We had sought others, and we are still seeking others, but 
only two ever bid when we sent out these telephone bids. The others 
were not interested. 

It is not an easy thing to take oil from these ships. It is very diffi- 
cult at best. I think most firms are really not interested in obtaining 
the oil when it means coming to the ship, taking it off: sometimes it 
is not entirely satisfactory when they get it off, and they lose money 
on it. It has been ve ry difficult to find a market for fuel oil. 

Mr. Casey. When they make a telephone call, do they indicate for 
the record somewhere whom they called ? 
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Mr. Sterres. Yes, sir. 

Mr. Casry. And what bid they received ? 

Mr. Sverres. Yes, in every case. That is all written down. 

Mr. Boykin. The Chairman, I wonder if Congressman Miller would 
give the names of the people from whom he has received complaints. 

Mr. Miuier. I most certainly am not going to give the names of the 
people when he could use it to discriminate against them. 

Mr. Casry. I might say, Mr. Miller, when I go to California I will 
talk to the Maritime people about that partic ‘ular situation out there. 

The Cuatrman. To what extent do your warehouses furnish sup 
plies to vessels which MSTS is using from the reserve fleet ? 

Mr. Srerres. We regularly receive from MSTS their purchase re- 
quirements, and we screen our warehouse stocks to see if we can help 
them with a Maritime item before they go out and procure it from the 
market. 

The Cuatrman. Are they using your warehouses or are they buying 
outside ¢ 

Mr. Sverres. No. They are utilizing our warehouses to the extent 
that we have materials in stock. 

The Cuairman. There was complaint a year or so ago that MSTS 
was not using stocks that Maritime had turned over to General Ser 
ices. General Services complained that MSTS was going outside and 
buying materials which they could have supplied. 

Mr. Srerres. I think that may have been happening, and I think 
it was about that time that they started sending us their purchase 
requisitions for screening.against our warehouse stocks, about a vear 
and a half ago. 

The CHairman. Inthe New York area / 

Mr. Srerres. That is right. 

The CHairman. Proceed. 

Mr. Srerres. Our policy with respect to our warehouse stocks is to 
keep only suflicient stock which in another emergency would tide us 
over during the period after M-day before | we could procure s ith 
cient stocks. We regularly survey our stocks through local survey 
boards and special survey boards, so we-are not keepin x items which 
are in oversu ip ply or which may have become obsolete because of 
changes in the composition of the fleet or technical improve ments o1 
approvals by the Coast Guard of certain types of materials. 

On the other hand, we do not only consider the outfitting of the 
ships in the reserve fleets when we hold warehouse stocks. We also 
have to consider all the other requirements placed on Maritime in the 
event of an emergency, such as increased crews on al] ships, the arming 
of merchant ships, all the ships that we would requisition immediately 
in the event of war. We have to keep materials with an eye on those 
total requirements. 

We are at present undertaking or pursuing a new screening of ow 


warehouse stocks, going through it item by item, and we hope that 
through that we will be able to reduce our stocks somewhat. We 


another 20 percent of our items eliminated. We think we might ce 
that through standardization and through the ise of the new Fed ral 
catalog project which will enable us to identify our property ina better 


manner, and therefore determine items that are ide tical. althoug) 


would like to eel them down by another $5 million, or at least get 


58193--55——__18 
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they have different names. We think we can reduce the number of 
items. 

[ have prepared a couple of charts which might be informative. 

The first chart gives the composition of our warehouse stocks, 
The orange 55 percent gives you the picture of the engime department 
equipment, spares, tools, and so on, which are in the five warehouses. 
The deck depariment comprising 380 percent. That consists of winches 
and windlasses, navigating instruments, flags, and so on. The stew- 
ards department, a smaller section, 14 percent, is the more perishable 
items, consisting of linens and bedding, crockery and glassware, and 
that type of thing. 

(The chart is as follows :) 


COMPOSITION OF WAREHOUSE STOCKS 
JANUARY |, 1955 
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CAPSTANS, WINDLASSES 
AND WINCHES 
2.4% $1,008,600 


CHRONOME TERS 
3.7% $1,513,300 


RADAR & RADIO EQUIPMENT 
2.5% $1,019,900 
SEXTANTS, FLAGS AND 
NAVIGATIONAL EQUIPMENT 
4.8%. $1,978,200., 


LINEN & BEDDING 
6.5% $3,541,700 


ALL OTHER DECK GEAR 
46.6% $7,486,900 


TOTAL... $43,363,000 = 100% 


All but 1 percent of our warehouse stocks are ship components. One 
percent of our stocks are made up of administrative materials which 
we also store in our warehouses, and some tools for the shipyards 
which we store in the warehouses and we do not want to spend the 
money to ship them to the shipyards at the present time. 

Mr. Casey. Mr. Steffes, if you found in your review that you had 
too much of one particular item and too little of another, and you 
wanted to sell the surplus item in order to buy the item which was 
in need, you would not be able to use the proceeds from the sale of 
the surplus items to buy the items you needed; would you? 

Mr. Srerres. That is correct. The proceeds go into the Treasury, 
and if we want to procure another item we would have to come to 
Congress for money. 
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Mr. Casey. Has any consideration been given at any time to statu- 
tory authority to permit you to effect the “best composition of items 
which is possible within your own business judgment, with the amount 
of assets available to you represented by these items ? 

Mr. Srerres. I am not convinced that we need any improvement. 
I feel that the stocks we have pretty well satisfy our needs. We 
would not want to increase them. We have something of everything. 
Although we may not have enough for all the ships in the reserve 
fleets, we have enough to give us a head start in the event of war, 
which would permit us to procure needed supplies in time. 

Mr. Casry. The point I was driving at, if you did find surplus 
items, there would be no incentive to sell them, since you would lose 
the use of the proceeds from them since they go into the Treasury. 

Mr. Srerres. The only incentive to sell them “would be to get them 
out of the warehouses so we would not bog down our ware shouse effort 
by storing them and spending money for that. 

The next chart shows the total stock through the years. We went 
back to 1945 to give you a picture of the warehouse stocks starting 
then, showing that through the years the stocks have been cut down 
from the peak in 1946 but have remained fairly constant since then. 

(The chart is as follows :) 
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This first peak represents the accumulation of stocks at the end of 
the war. The peak of eighty-some-million dollars is the point where 
we started our disposal program after the war, and we pulled our 
stocks down to a low point in 1948, at which time the cold war became 
such that we felt it was unwise to dispose of any more. In fact, 
we went out to War Assets and we pulled back from War Assets 
considerable of the durable marine equipme nt that was sired on 
disposal orders, brought it back into our warehouses. So we grad- 
ually built up. 

In addition to that, we pulled into our warehouses from many off 
site locations where we had property scattered in shipyards and repair 
yards. ‘That represents the increase until the Korean war, when there 
was first a drop as we shipped things out of the warehouses without 
any procurement. Then as the emergency went on, we were afraid 
to let our warehouse stocks drop too far for fear of a greater emer- 
gency. So we then got authority and funds to procure for warehouse 
stock at the same time that we were issuing out to the ships. So we 
kept our stocks fairly constant until the end of the Korean war. 

Then as the ships went back into reserve, the stocks went back up 
us we returned the materials to the warehouses. 

In 1953 we mace a concentrated effort again at disposal, and we 
screened off considerable of it. bringing our warehouse stocks down to 
the present level. 

Mr. Totiterson. How much did you get off the Mariner Cornhusker? 

Mr. Sterres. We got $1,700,000 worth of property, which is now 
in our San Francisco warehouse. 

Mr. Totterson. Would it be fair to ask whether or not that figure 
was more than you originally estimated ? 

Mr. Srerres. No; that was the exact acqul isition cost of the pi artic- 
ular items which we selected out of it. 

Mr. Totierson, What I meant was, did you anticipate a the 
ship broke th: at you would ever get thus much stuff off of 1 

Mr. Srerrrs. No; we did not. 

Turning to ‘the reserve shipyards, of which we have four standby 
vards—-at Wilmington, N. C., Richmond and Alameda, Calif., and 
Vancouver, Wash.—these were selected originally by the Maritime 
Commission and the Munitions Board because of their strategic loca- 
tion, because of the production records that these particular yards had 

nade, because of the permanency of the construction of the yards and 
their adaptability for the types of ships which we thought we might 
construct. 

We get an appropriation of approximately $510,000 to maintain 
those 4 reserve shipyards, and we employ 116 people in the 4 yards, 
maintaining them. The budget for 1956 does ask for some funds to 
put them in a better state of readiness. 

Mr. Minirr. How much was that for the 4 yards? 

Mr. Srerres. Five hundred ten thousand dollars for the 4 yards. 

Mr. Miiier. How much does it cost you to maintain Alameda ? 

Mr. Srerres. Alameda, $150,300 in 1955. 

Mr. Mititer. How many people are employed there? 

Mr. Sterrrs. We employ 3 } people in the yard. 

The CHainman. What is th » cost of the other yards, Mr. Steffes ? 

Mr. Strerres. The Wilmington, N. C., yard cost us $131,000 for 
1955. We employ 33 people there. ’ 
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The Richmond, Calif., shipyard, $151,550 ; 33 positions. 

The Vancouver shipyard, $77,600, and we employ 17 positions. 

The difference in that yard is due to the fact that we have a goodly 
portion of it, over three-fourths, permitted to the Army and the 
Bonneville Power Administration for the storage of equipment. They 
then assume the maintenance and custody of that portion of the y aa 
so we can cut down on our costs for the balance. 

In connection with the North Carolina shipyard, we have recently 
completed redesigning that yard. That was the only one where the 
ways were not wide enough to take the new mee We have ¢ ompleted 
a redesigning of that yard to a 6-way yard to build large tankers and 
cargo ships. Those plans and specifications are now ready against 
an emergency, and in addition to making ready that yard, those speci- 
fications are serving as a pilot plan for any yard which we might have 
to construct in the event of another war. 

A portion of the North Carolina yard is permitted to the North 
Carolina Ports Authority, and they have built a modern commercial 
terminal on the site. In-the event of war that terminal would revert 
to the Maritime Administration. In the meantime, the property as it 
has been constructed has become the property of the Federal Gov 
ernment. So we have increased our property holdings at that ship- 
yard by over $4 million as the port has constructed the terminal. 

At the Alameda yard we have a portion of it permitted to the 
Coast and Geodetic Survey for berthing ships, and we store some of 
their equipment. 

The Richmond yard is currently being used in a variety of ways. 
Portions of the yard are permitted to the Contra Costa Junior Col- 
lege for a campus. The American Red Cross are in the yard, also 
the Public Housing Administration, MSTS, and a Naval Reserve 
unit, and we have a radio transmitter of the Air Force on the premises. 

We have two commercial leases in the Richmond shipyard. The 
Chase Aircraft Co. has leased from us the machine shop and some 
related tools, and we get from them a total of almost $36,000 a year 
in rental. The Triple A Machine Shop has recently gone into the 
paint shop, and a couple of basins, and have rented from us related 
cranes and other equipment. We get from that $41,000 a year p us 
10 percent of any revenue they get from drydocking ships in the 
basins. 

At Vancouver—here is where I think there was a question raised 
about the rental of a portion of the shipyard—we own 98 acres, and 
we lease 166 acres. Portions of that yard, as I indicated before, 150 
acres have been permitted to the Air Force and 45 acres to Bonne- 
ville Power. These 166 acres which we lease are in two portions. 
Thirty acres were leased formerly from the Port of Vancouver, and 
now from the Beeco Chemical Co., and 136 acres are owned by a man 
by the name of W. F. Hidden. Since 1942 when we originally leased 
that portion of this yard, we have paid a total of $70,202 in the 18 
years for the rented space. We are currently negotiating with both 
owners for an extension of those leases. We feel that it is wiser 
to lease that space for that shipyard than to go out now and attempt 
to procure the land. We find that the land is now worth about $1,500 
anacre. To procure the 166 acres at present would cost about $250,000 
We do not think there is any advantage in looking for another site, 
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because if we did that we would not only have to acquire the land 
and we could not hope to get it for much less than ‘npc $1,000 an 
acre—we would not only have to ee quire the land, but we would have 
to construct an entire shipy: ard, which would probably cost us not less 
than $30 million on today’s market. That would include, of course, 
moving a good deal of the equipment from the present yard. 

We have calculated what it would cost us for the next 12 years if 
we continued the present rentals. We feel that would come to ap- 
proximately $90,000. In addition to the rental of this space, we pay 
the taxes indirectly. That is, we pay an amount equal to the taxes. 
So it will cost us a total, including taxes, if the taxes do not go up any 
more, of $90,000, which we would have to compare against the $250,000 
purchase price. We feel that 12 years is as far as we should look 
ahead to the maintenance of this reserve standby shipyard. 

So at least in the staff, we are proposing to recommend to the Ad 
ministrator that we go shed with another renewal of the lease, pro- 
vided that we can get the rate that we think is reasonable for it. Mr. 
Hidden is asking $800 all-inclusive, taxes and everything, per month 
for his 136 acres. We have offered him $650. If we can get it for 
$650, we would consider that it would be a good proposition. 

(Diseussion off the record.) 

The Cuairman. I think it is my responsibility not to keep this 
committee in session, because there is a very important matter before 
the House today. We will have to have you back at some later date. 

Mr. Casey. Is there anything else that he has which you think would 
not be adaptable for submission for the record ? 

Mr. CLuarence Morse (General Counsel, Maritime Administration). 
I was going to suggest that we submit the balance of the statement for 
the record. 

The CuarrMan. He is custodian of the fleet ? 

Mr. Srerres. No. That is Mr. McGuire’s responsibility. 

Mr. Mitxier. I would like to have some details on the Alameda Mari- 
time School which is laid up out there, and what their intentions are 
with respect to that school. They can put it in the record, but I would 
like that covered quite completely. 

(The information is as follows:) 


STATUS OF ALAMEDA RESERVE TRAINING STATION, ALAMEDA, CALIF. 


The former United States Maritime Training School, Alameda, Calif., was 
closed on November 30, 1953, and the closing out and laying up : 
completed on January 31, 1954. 

During November 1953 the Departments of the Army, N: Air Force, and the 
United States Coast Guard were advised thai the station was available for use 
effective February 1, 1954, under indefinite long-term permit. All of these agen 
cies advised they had no current need for the installation. 

In December 1953, in response to an inquiry by local interests, the Maritime 
Administration advised that if a junior college district was formed in Alameda 
County any application by such a college district for the property would be given 
very sympathetic consideration. The Maritime Administration was _ subse- 
quently advised that the matter was being brought before the Alameda County 
Committee on School District Reorganization. There have been no further de- 
velopments in this regard 

Beginning in January 1954 extensive discussions were conducted with the 
Alameda City Council by Maritime Administration representatives as to possible 
city interest in the property for local educational and recreational programs 
After making extensive surveys and cost estimates, the city has apparently been 
unable to develop utilization requirements to justify its undertaking the care and 


ictivities were 
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custody of the property. However, effective July 19, 1954, at the request of the 
city of Alameda, the Maritime Administration granted a permit to the city fire 
department to utilize a portion of the station’s firehouse and certain open space 
for housing a piece of fire apparatus and training personnel in connection with 
the city’s civil-defense program. 

The California State Reserve Forces Facilities Board, in May 1954, indicated 
an interest in the installation for use as an Armed Forces joint reserve training 
center, but nothing developed from this inquiry. 

In November 1954 the Maritime Administrator advised the Governor of the 
State of California that the use and occupancy of the entire property was avail- 
able to the State of California, rent free, for Government purposes, under a form 
of permit. In reply the Governor's office advised that the State planned to con- 
duct an investigation us to the possibility of some State use of the property. 
There have been no further developments to date in this regard. 

At present the only use being made of the property is by the Alameda City Fire 
Department as above mentioned. The Maritime Administration remains of the 
‘ oo on that this installation should continue to be reserved for use in the event 
of : national emergency. However, it continues to be willing to permit the use 
of the entire property, rent free, to any local political subdivision, or to lease 
the property to commercial interests provided such commercial utilization will not 
unduly disturb the integrity of the property for the use for which it is designed 
and will assist the local economy. 

Currently the Maritime Administration custedial staff consists of a mainte- 
nance superintendent, 9 guards, and 4 maintenance personnel, a total of 14 
persons. The total fiscal year 1955 budget is $66,250, and the fiscal year 1956 
budget request totals $67,900. 


The Cruairman. You would like to have the advantage of some 
questions. 

This will conclude at the present time this series of hearings with 
the Maritime Commission, but at a later date we will take up these 
hearings again and begin with this witness. 

[ want to take this opportunity in behalf of the committee to thank 
the Chairman and members of the Maritime Board and the staff who 
have been down here, for their patience and their cooperation with the 
committee. You have been very fine, and I want you to know that al- 
though at times the questions may have been sharp, it is only in the 
interest of the Government and our responsibility that these hearings 
have been held and the questions asked. After all, it is in a mutual 
and friendly spirit. I thank you very much. 

Mr. Morsr. May I say on behalf of the Board and the Adminis- 
trator that we welcome this opportunity to appear before you. We 
think it is a very healthy situation that you carefully check into our 
activities. We think it tends to tighten up our own operations, and it is 
advantageous in the overall for the Government, to do this sort of 
thing. 

We th: ank you very much for the opportunity to appear before you. 

The CHAIRMAN. The committee will stand adjourned until Wednes- 
day morning at 10 o’clock, at which time we will begin a series of con- 
ferences or hearings with the Fish and Wildlife Service. Mr. Zincke 
will have charge of that series of hearings. 

(Whereupon, at 12:20 p. m., the hearing was adjourned, subject to 
eall.) 
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APPENDIX 


“ (The booklets, Review of Essential United States Foreign Trade 
toutes, and Ships of America’s Merchant Fleet will be found in com 
mittee files. ) 

(The following additional charts were submitted to the committee 
for their information. ) 
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TOTAL U.S. FOREIGN TRADE IN DRY CARGO SHIPS 


BY U.S. AND FOREIGN FLAG SHIPS, LINER AND NON-LINER, 1948-1953 
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TOTAL U.S. IMPORT TRADE IN DRY CARGO SHIPS 
BY U. S. AND FOREIGN FLAG SHIPS, LINER AND NON-LINER, 1948-1953 
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TOTAL IMPORTS IN THE FOREIGN TRADE 
BY U.S. AND FOREIGN FLAG SHIPS, 1937-1938 AND 1948-1952 
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Comparison of domestic and foreign operating expenses, calendar year 1953 


f 3171 M: ance 
Wages Subsistence laintenance 
and repair 


Countries 


Month- Differ- Ship- | pitter-| cote ‘ote | Differ 


Crew ay 
ly costs ential " day ential ‘ ential 
¢ costs 


Percent } Percent 

United States_. 48 $29, 426 $81 ; 
Denmark -. 43 990 ‘ 71 53. 5 
France 47 , 274 i 7 60. 5 : 71.53 34)| 37, 42.4 
Italy 41 , 713 3. $1. 8: 91, 7: 2 3: : 49.9 
Japan j 56 i, 273 ; g 30. i2. ¢ ; (9.7)| 3% 48. : 
Netherlands ; 55 , 567 : 55 58. : : 9.2 | 29, ¢ 54.7 
Norway ‘i 43 , 145 5 4 68 
United Kingdom: 

White crew__. : 54 », 444 ; 63.7 

Mixed crew. E 80 541 81.2 60. 


Source of date: Division of Operating Costs, Office of Government 
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INTEREST INTEREST 
12-31-53 12-31-54 


INTERE st 
12-31-52 





MORTGAGES CASH 
ORIGINAL 
SALES 


uary 15, 1951. 


STATUS OF SALES UNDER MERCHANT SHIP SALES 
ACT OF 1946, AS AMENDED, ON JUNE 30, 1951" 


*Act expired Jan 
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OFFICE OF THE COMPTROLLER 


MARITIME ADMINISTRATION 


The position of Comptroller has been vacant since October 1, 1954. A num- 
ber of candidates have been considered and the Administrator has been work- 
ing with the Comptroller General of the United States in an effort to find a 
suitable person. Several names are being considered but no selection has been 
made. The Office is presently under the supervision of Arthur Boone who is 
Acting Comptroller. 

The basic function of the Office of the Comptroller is to render financial 
advice and opinions to the Federal Maritime Board and the Maritime Admin- 
istration and services with respect to accounting, external auditing, financial 
analysis, collection of amounts due, insurance and settlement of general claims. 
The Comptroller has direct authority over financial activities in Washington, 
and functional control of financial activities in the field offices which are under 
the direct authority of the coast directors. 

The personnel of our Office as of December 31, 1954, totals 108 direct and 
18 reimbursable employees in Washington, 72 direct and 19 reimbursable in 
New York, 23 direct and 4 reimbursable in New Orleans, and 34 direct and 8 
reimbursable in San Francisco. Our total of employees paid from a direct 
appropriation for administrative services is 232 and our total of employees 
paid from the ship-operations revolving fund is 49, or an aggregate number 
of 281 at an average pay of approximately $5,400, or $1,500,000 per year. 

The Office of the Comptroller is organizationally divided into the Division 
of Accounts, the Division of Audits, the Division of Insurance, and the Division 
of Credits and Collections. The Administration has three district offices in 
New York, New Orleans, and San Francisco, and one insurance office in London. 

The Division of Accounts is one of the four major subdivisions of the Office 
of the Comptroller and has as its basic functions the maintenance of the general 
accounts and related records of the Maritime Administration and the prepara- 
tion of financial statements and reports of the Maritime Administration. The 
accounting operation of the Maritime Administration is centralized in the sense 
that all financial statements of the Administration are prepared in and issued 
from the Washington office. The accounting operation is decentralized to the 
extent that disbursing and appropriation and property-accounting functions 
are performed for the 3 coast districts in the 3 district comptrollers’ offices. 
Functional control of field accounting operations is maintained largely through 
a uniform manual of procedures and reports of accounting performance sub- 
mitted on a quarterly basis. 

The Division of Accounts, Washington, is subdivided organizationally into 
three branches: the Bookkeeping and Disbursements Branch, the Statements 
Branch, and the Agents’ Accounts Branch. The Bookkeeping and Disbursements 
Branch performs administrative accounting functions for the Washington Office 
as do the Accounts Branches of the 3 district comptrollers’ offices for the 3 
coast districts. It is in the Statements Branch that the accounting results are 
consolidated, utilizing trial balances from the three district offices, in the prep- 
aration of all required financial statements and reports for the Administration 
as a whole. 

The Agents’ Accounts Branch is primarily engaged in the direction and coor- 
dination of accounting work performed by general agents related to general 
agency operations under the National Shipping Authority generally for opera- 
tions for the account of Military Sea Transportation Service and formerly for 
Foreign Operations Administration (successor to ECA and MSA). This branch 
is also engaged in the final liquidation of agency operations under the War Ship- 
ping Administration for the war years. 

Accounting and all financial activities of the Maritime Administration result- 
ing from current operations are being maintained on a current basis. The main- 
tenance of current and accurate books of account has long been a first priority 
in the financial area. In addition, a substantial portion of the work backlogs 
inherited from the Maritime Commission have been disposed of and work pro 
grams have been outlined to place all financial activities on a continually current 
basis. 

The presently revised accounting system of the Maritime Administration was 
installed as of July 1, 1958, and was submitted on January 26, 1955, by the 
Secretary of Commerce for the approval of the Comptroller General of the United 
States. This system of accounts is based in all particulars on recognized prin- 
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ciples of accounting, gives special emphasis to the accounting requirements of 
maritime operations, and was designed to be sufficiently flexible so that the 
method of recording transactions manually or with the aid of the various types 
of bookkeeping or tabulating machines can be adjusted with minimum effort 
when the volume of transactions warrants. 

The accounting system presently in effect was installed as a result of a joint 
study made by a special accounting task force working under the direction of 
the Chief, Accounting Systems Division of the Department of Commerce, and 
the Department of Commerce representative of the Accounting Systems Division 
of the General Accounting Office. In the most recently published report of the 
Comptroller General of the United States, having to do with the function of 
accounting in the Maritime Administration, it was recorded that “Notwith- 
standing the need for restating the written accounting procedures, we found 
that the agencies’ recordkeeping provided satisfactory accounting control over 
financial transactions.” At this point we wish to say that we have had the 
utmost in cooperation in solving our accounting problems from representatives 
of the General Accounting Office and of the Department of Commerce. It was 
necessary for a considerable period of time for representatives of the General 
Accounting Office to report unfavorably with respect to the accounting function 
of the Maritime Commission and Maritime Administration. To the best of our 
knowledge there are few reservations at the present time with respect to the 
adequacy of our accounting operation. 

As indicated in the transmittal of our accounting system to the Secretary of 
Commerce, we did not seek approval of certain phases of our accounting system 
relating particularly to inventory and other property accounting because cer- 
tain accounting principles used in connection with these matters are still under 
study and in the process of being developed more fully, in close cooperation with 
departmental representatives and representatives of the General Accounting 
Office. 

We are cognizant of the fact that there is one basic deficiency in our account- 
ing system at the present time. This basic deficiency involves the lack of a 
work-order system to provide for the orderly accumulation of costs of construc- 
tion work performed by Maritime personnel. This deficiency has been recognized 
for some time and steps already have been taken, both by representatives of the 
Office of the Comptroller and of the Office of Property and Supply, in the devel- 
opment of a system that will serve all of the various purposes for which such 
information must be utilized. In this connection, by a work-order system, we 
mean the systematic accumulation of all costs incurred in connection with con- 
struction projects. 

We wish to emphasize that, in the transmittal of this system for the ap- 
proval of the Comptroller General, it is the first time an accounting system for 
the Federal Maritime Board and Maritime Administration has been prepared and 
submitted for approval. 

With respect to some of the details of our accounting operation, we would 
like to say that our books of original entry, our registers, are manually main- 
tained. All postings to general ledgers are by bookkeeping machines, while 
subsidiary records are divided into three categories: The first group are main- 
tained by tabulating machines, the second by bookkeeping machines, and the 
third, manually. Subsidiary records for which details must be obtained by 
vessels are maintained on punched cards. The present volume of transactions 
affecting our registers, general ledgers, and most of our subsidiary records does 
not justify keeping these records on punched cards. 

Some of the more significant factors of our accounting system are as follows: 

(1) The accounting system is designed to disclose for each accounting period 
the financial results, by types of funds, and accounting control over revenues or 
income, expenditures, assets, and liabilities, as well as appropriations. 

(2) The system is also designed to indicate whether the resources of each 
separate fund and appropriation, or other authorizations thereunder, are applied 
only to the purposes designated in the law, and to provide for development of 
information to aid in securing compliance with antideficiency provisions of the 
statutes, and other provisions of the laws, including regulations issued there- 
under, and to furnish objective evidence of each compliance. 

(3) Interagency and interfund transactions are separately identified in rec- 
ords and statements. 

(4) Provision for internal check is considered in the development of the 
accounting system. 

(5) Accounting operations are decentralized on a geographical basis, organi- 
zationally, and to the agents’ level in the case of general agency ship operations. 
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(6) Accounts are maintained on an accrual basis for all significant items except 
the following: 

(a) The accounts do not provide for accrual of annual leave; however, 
statistical data in this regard are maintained for management purposes ; 

(6b) No allowance is made for depreciation of vessels or other tangible 
fixed assets ; 

(c) No provision for uncollectible accounts is made to provide for losses 
that may result from notes or accounts receivable that may prove to be 
uncollectible. 

(7) Inventories of materials and supplies are valued at stock catalog prices 
which are believed to represent cost or estimated cost to the Administration. 

(8) Detailed property records are maintained at the installation where the 
property is located, and such records are subject to general ledger accounting 
controls, 

(9) Financial transactions are adequately documented and recorded so that 
they can be readily traced from the records back to the original documents. 

(10) Transactions are accounted for and reported upon on a consistent basis 
from one period to another and any significant deviations are adequately 
explained. 

(11) Common terminology is employed for terms having governmentwide 
application. 

(12) Periodical financial reports are prepared on a timely basis, disclosing 
all essential facts, and such reports are in agreement with or reconcilable to 
the basic accounting records. 

In the Division of Accounts, Washington, there is in the Office of the Division 
Chief an Assistant Division Chief and two other employees. There are 7 em- 
ployees in the Agents’ Accounts Branch, 9 employees in the Statements Branch, 
and 32 employees in the Bookkeeping and Disbursements Branch. In the field 
accounting offices there are 27 employees in the New York district office, 12 em- 
ployees in the New Orleans district office, and 16 employees in the Pacific-coast 
district. These totals include reimbursable employees 

The only work in the Division of Accounts, Washington or field, which is not 
being conducted on a current basis is with respect to the liquidation of War 
Shipping Administration general agency accounts. On July 1, 1950, none of 
the accounts of the 206 WSA general agents had been closed. As of December 
31, 1954, final settlement of all transactions with respect to 190 of the 206 agents 
had been effected. All books and records of 125 general agents have been trans- 
ferred to storage. Release agreements have been executed with 55 general agents 
and the execution of an additional 50 release agreements is now pending. In 
connection with National Shipping Authority current general agency operations, 
beginning in March 1951 and expanded by reason of the Korean emergeacy, all 
accounting and auditing work has been handled on a current basis, and it is ex- 
pected that in the not too distant future (probably preceding the final liquidation 
of WSA accounts) all current NSA general agency operations will have been 
concluded from a financial point of view, excluding, of course, any necessity 
continuing assignments of vessels. 

For predelivery expense incurred and paid by vessel purchasers incident to 
moving of vessels to drydock for class repairs prior to transfer of title, which ex- 
penses are reimbursable to the buyer under the terms of the sale contracts, a 
total of 297 claims have been received in the total amount of $8,400,000, on 
which $6,440,000 has been paid and $1,960,000 disallowed. Six other claims 
totaling $115,000 have been received but not processed because sales are in 
litigation. 

The Division of Audits is one of the four major subdivisions of the Office 
of the Comptroller and has as its basic function the direction and coordination 
of an external audits work program. The Chief, Division of Audits, and his 
representatives perform liaison with all other staff offices with respect to 
financial regulations governing contract matters; perform liaison with district 
comptrollers, including review of audit performance and audit results; perform 
liaison with contractors’ representatives on contract matters and financial 
regulations; and make final audit determinations. 

The performance of the external audit function—that is, the audit of contrac- 
tors’ accounts—deserves and receives very considerable attention. Perhaps this is 
so largely because large sums of money are payable to contractors only after 
audit. In an attempt to clarify many matters in this functional area, we will 
outline in some considerable detail important phases of this work. 
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It should first be understood that all audits of contractors’ accounts are 
performed by our field audit staff. The immediate staff of the Maritime Comp- 
troller does not directly perform any audits but does review audit work and 
reports, normally in two ways: through coordinators visiting field offices and 
through the review of submissions made to Washington by the district comp- 
trollers. Final audit determinations are made on the basis of financial regula- 
tions issued to effect compliance with statutory requirements and objectives. We 
seek uniformity and impartiality of treatment as to principle, and herein we 
find perhaps our greatest single financial problem and the greatest single amount 
of functional effort since neither the statutes nor the regulations can be stated 
in sufficient detail to cover all circumstances and conditions. In this connection 
it is worthy of note that all contractors do not have exactly similar operations, 
concepts, or accounting practices. 

Financial regulations issued to implement the intent and objectives of statutes 
provide the basis for making interpretations with respect to doubtful matters. 
The Maritime Comptroller is the interpreter of regulations insofar as accounting 
treatment is concerned; the head of the office having jurisdiction over the par- 
ticular contract operations makes decisions on operating aspects. The Comp- 
troller’s relationship with the office chief having responsibilty for the construc- 
tion, the subsidy, the charter or the general agency contract is well established, 
and there is seldom any difficulty in arriving at proper and mutually satisfactory 
decisions on questionable matters. The contractor normally finds no sound basis 
for questioning final determinations based on uniformity as to principle and 
absolute impartiality. 

We will now treat with the much-discussed status of audits. It is natural for 
questions to arise as to when audits will be completed because there are ques- 
tions as to when large sums of money will be paid out under contracts. It should 
not, however, be overlooked that there also may be considerable sums of money 
to be paid to the Government. Neither should it be overlooked that this audit 
effort is designed to insure a full disclosure of facts in the interests of the 
Government. 

We shall indicate to what financial extent this audit effort has been produe- 
tive, but we do not intend to emphasize that amounts of recoveries or disallow- 
ance represent the sole or even most important result of audit effort since there 
must be a full disclosure of facts whether or not the final result is a financial 
recovery as much as or many times more than the expense of performing the 
audit effort. 

The following are facts with respect to the financial results of our audit effort, 
notwithstanding the fact that prior to final settlements adjustments may be in 
order : 

(1) Through the performance of audits of bareboat-charters in the period 
July 1, 1950, to December 31, 1954, there has been found to be due to the Govern- 
ment additional charter hire totaling $5,379,606.72 in excess of that reported 
by the charterers. 

(2) In the audit of subsidy vouchers presented for payment and audited 
by our Washington staff during the period April 1, 1950, to December 31, 1954, 
there have been suspended or not allowed claims for subsidy payments totaling 
$48,693,310.09. 

(3) In the audit of subsidizable expenses recorded on the books of subsidized 
operators, there has been disallowed in the period July 1, 1952, to June 30, 1954, 
the total amount of $5,645,681.75. 

(4) In the conduct of audits of prime contracts and related subcontracts 
covering ship construction and reconversion, design contracts, construction sub- 
contracts and ship repair and stevedoring contracts, there has been disallowed 
in the period since July 1, 1950, a total of $2,989,107.23. 

Total recoveries, suspensions, and disallowances since July 1, 1950, pursuant to 
audits performed amount to $63,729,539.25. 

At this point we are naturally led into a discussion of the extent to which we 
should perform audit effort. Much stress has been placed on the so-called selee- 
tive test audit approach. We are inclined to the view that the selective test 
approach to an audit is superior to the performance of a complete audit, provided 
that the term selective is used in its full meaning. Sirst of all there must be a 
disclosure of facts as to the contractor‘s internal control system for the reason 
that on the premise of procedural reliability lies a great deal of the merit of the 
selective test audit process. Secondly, the selective test must be planned—it 
cannot be an accidental sampling. The term comprehensive as applied to audit 
efforts normally connotes thoroughness, and it is our feeling that the planning 
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for a selective test audit must be comprehensive. If the selective test is not 
comprehensive, the auditors’ disclosures will be more accidental than inevitable. 
As the auditor tests selectively—again depending upon his findings on internal 
control procedures—the auditor may eliminate the necessity for a complete 
examination of extensive areas, and it would be possible for the auditor next 
engaged to sample on a much more limited basis those areas which have been 
found to be satisfactory. We are aware of no presently known manner in which 
explicit instructions can be given to an auditor as to the exact extent of the 
degree of selectivity to be employed in his audit. The ability to be fully satis- 
fied at the least possible expenditure of audit effort depends in large measure on 
the experience of the auditors and for that reason we emphasize the need for ex- 
perience to be augmented by a planned training program. While wide discretion 
as to scope of selective tests must be allowed, we believe our auditing programs 
are sufficiently definitive to protect the interests of the Government. 

We will not outline reasons why we have a total of 322 uncompleted audits 
as of December 31, 1954. As of July 1, 1950, there were uncompleted a total of 
939 audits. In the 4% year period to December 31, 1954, we have scheduled an 
additional 1,110 audits and in this same period we have accomplished 1,727 
audits. We have during the past 3 years intensively reviewed and evaluated 
all audit policies and programs covering all types of external audits, and there 
have been issued and there are in use at the present time specific audit programs 
and procedures. 

(1) Postwar chartering operations were commenced in May 1946. Supple- 
ment 21 to General Order 60 was published on March 30, 1950, to require 
accountings to be submitted by bareboat charterers. Final accountings to be 
submitted by the charterers could not be prepared and submitted until after 
redelivery of the last vessel under a specific charter party because of the fact 
that expenses such as for vessel repairs, redelivery expenses, and inventory 
adjustments had to be prorated or equalized (normally on a vessel-day basis) 
over the period of the contract. It may thus be seen that final audit of a charter 
operation could not be initiated until a date approximately 4 or 5 years after 
the commencement of the postwar chartering operations. As of December 31, 
1954, there were uncompleted a total of 191 charter audits covering charter 
operations commencing in calendar year 1946. Of this total, 150 are in our 
Atlantic-coast district. We expect in the period to June 30, 1956, to complete 
all outstanding charter audits in the New York district; we expect to complete 
all charter accountings in the Pacific- and gulf-coast districts except 22 by June 
30, 1956. We now have in effect a total of 8 charter operations involving 28 
ships for which we will continue to receive charter accountings. In summary, 
therefore, with respect to our audit of charter operations, we feel that for the 
first time since 1946 we can look to the conduct of such audits on a current basis. 
Once a current status is attained, we intend to maintain our audit efforts on a 
current basis. 

(2) With respect to operating-differential subsidy agreements, it is to be em- 
phasized that subsidy operations were resumed generally as of January 1, 1947. 
On July 11, 1951, our General Order 74 was published to require that subsidized 
operators submit accountings for subsidized operations. Resumption agree- 
ments, after the war, were executed with 2 operators during 1949, with 6 opera- 
tors during 1950, and with an additional 6 operators during 1951, and, conse- 
quently, we wish to emphasize that from 2 years to 4 years expired before we 
were in a position to actually devote our efforts to this audit work. With respect 
to specific details by operators, we will provide, if requested, all details off the 
record. 

At approximately the time that postwar chartering and subsidy operations 
were resumed, the personnel of the Maritime Administration was reduced approx- 
imately 48 percent. In the financial area in 1947, there were approximately 
1,200 employees. After reductions there were available approximately 650 to 
700 employees in 1948. By the summer of 1951—bearing in mind that we have 
referred to the fact that Supplement 21 to General Order 60 was issued on 
March 30, 1950, and General Order 74 was issued to require accountings under 
subsidy agreements on July 11, 1951—there were actually engaged a total of 
only 460 employees in comptroller activities, which number at the present time 
has been reduced to less than 250, of which 71 are engaged in field-audit efforts. 
Neither improved methods nor further extended efforts could offset the effects 
of these decided personnel reductions. 

Thus it may be seen that not only were we unable to initiate our audit efforts 
coincidentally with the resumption of charter and subsidy operations, as a 
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result of which we inherited a backlog of audit effort, but our personnel now 
represents only 20 percent of the personnel engaged at the time chartering 
and subsidy operations were recommenced after the war. We think that we 
have been practical in realizing that with personnel having an average age 
of approximately 50 years, and with many of the more experienced employees 
now rapidly reaching retirement age, We must press to as prompt a conclusion 
of our outlined audit work as possible before we lose the services of those 
employees on whom depends much of the success of a good audit program. 

(3) The fact that all final Subsidy rates have not been established would 
further have precluded the settlement of annual postwar subsidy accountings : 
in fact, this situation contributed to the delay in the operators’ submission of 
these accountings. However, with the accumulated workload of charter account- 
ings and our efforts to keep the audits of e ‘pense items eligible for subsidy on 
4s current a basis as possible, to permit payments of subsidy up to 90 percent 
of accrued subsidy or 90 percent of net subsidy (accrued less recapture), the 
delays in establishing permanent subsidy rates did not materially impede the 
overall progress of audit work but did delay the submission of accountings on 
which audit work otherwise could have been performed. 

We will now discuss the audit of subsidizable expenses as recorded on the 
books of the subsidized operators. At the present time we are almost current 
in our audit effort in this area, and we expect that by June 30, 1956, we will 
be currently engaged in the audit of expenses applicable to the immediately 
preceding calendar year, 

There are five major categories or classifications of expenses eligible for 
subsidy. These are wages ; subsistence; maintenance and repair; voyage stores, 
supplies, and expendable equipment; and insurance. We will now indicate 
audit actions with respect to the subsidizable expenses, 

(1) Present procedures for the audit of subsidizable expenses were issued 
on August 6, 1951, for the purpose of providing instructions for the conduct 
of progressive audits of such expenses. These procedures were issued under 
number control and are Classified as administratively restricted, and as such 
, are not available to any persons other than those concerned with the conduct 
of these Government audits. 

(2) The audit approach set forth in these procedures Was designed to utilize 
selective test checks with due regard to the adequacy of the operator’s system 
of internal control and the degree of accuracy disclosed. These procedures 
require that there be made a comprehensive review of the operator’s procedures, 
audit practices, and internal control. This comprehensive review is required 
before the first audit of expenses is initiated. 

(3) The more basic elements of the selective test audit, which it must be 
understood is not restricted in its selectivity in any specific 
than that there be a sufficient disclosure in the « 
indicated as follows: 

(a) A review and an understanding of the subsidy contract. 

(b) A review and understanding of decisions promulgated by proper 
authority as to the admissibility of expenses for participation in subsidy 
payments. 

(ec) A comprehensive examination of items of expense, primarily as to 
their proper admissibility under the contract and applicable regulations 
and decisions, particularly with respect to the first and the last voyages, 
Matters as to periods in which expenses are properly incurred, identifica- 
tion of periods in which vessels are hot engaged in sailings on essential for- 
eign trade routes, deviations from specified sailings, and periods of inactivity 
are subjected to close scrutiny. 

(d) We will provide, if requested, Cetails with respect to the extent 
to which we examine expenses in the five major Classifications, 

The Division of Insurance is one of the four major subdivisions of the Office 
of the Comptroller and has as its basic functions the administration of the 
marine-insurance program, including the insurance underwriting (sec. 10 of 
the Merchant Marine Act, 1920) and the war-risk underwriting and the insur- 
ance revolving fund (title XII of the Merchant Marine Act. 1936) functions; 
the approval of and determination of compliance with the insurance provisions 
of contracts, including the distribution of funds collected under the terms of 
insurance policies: the examination, negotiation, and Settlement of claims of 
a marine and marine war-risk insurance nature, including but not limited to 
general average, salvage, collision, protection, and indemnity, and Seamen's 
claims, except claims in litigation; the maintenance of contact with the Ameri- 
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can insurance market; and the rendering of advice and service with respect to 
marine insurance matters. 

These functions are not only unique insofar as general financial matters in 
the Government are concerned, but employees in this Division possess such a 
high degree of specialized knowledge and experience that the obtaining of addi- 
tional such employees other than through intensive intraining would be unlikely. 
Employment in the Division presently totals 21, having an average age of 53, 
with 3 of the 4 key employees averaging 60 years of age. 

Public Law 763, 8ist Congress, approved September 7, 1950, authorized the 
Secretary of Commerce to supply war-risk insurance and certain marine and 
liability insurance. Section 1211 requires the Secretary to make quarterly re- 
ports to the Congress with reference to contracts entered into, proposed contracts, 
and the general progress of his insurance activities of a maritime nature under 
Public Law 763. 

General Order 75, published in the Federal Register on September 16, 1952, 
announced that the Maritime Administrator was prepared to provide war-risk 
insurance specified in sections 12083 (a), (d), (e),*and (f) of Public Law 768, 
8ist Congress (except vessels under construction as specified in sec. 1208 (a) ) 
for the interim period between the time commercial insurance, subject to the 
“automatic termination clauses,” is automatically terminated through the oper- 
ation of such clauses and the time a full wartime insurance program is placed 
in effect. Amendment 2 to General Order 75, published in the Federal Register 
on September 23, 1958, extended the binders which were originally issued for a 
year until September 7, 1955, the date present statutory authority expires. The 
total number of binders issued by the American War Risk Agency, the underwrit-- 
ing agent, up to January 1, 1955, was 2,207, as follows: Hull 804, protection and 
indemnity 735, crew life and personal effects 668. After payment of agency fees 
and expenses totaling $40,342.40, the net amount of binder fees collected up to 
and including December 31, 1954, was $102,007.60. 

General Order 75, Supplement 1, published in the Federal Register on March 4, 
1953, announced that the Maritime Administrator is prepared to provide war- 
risk insurance on American vessels under construction in shipyards in the United 
States, as specified in section 1208 (a) of Public Law 763, 81st Congress. Two 
vessels being constructed by the Bethlehem-Pacific Coast Steel Corp. for sale to 
the Pacific Far East Line, Inc., were insured under this program. One of these 
two vessels was launched on December 11, 1954, and since then has been com- 
mercially insured. Total premium received under this program as of December 
31, 1954, was $65,603.17. 

General Order 75, Supplement 2, published in the Federal Register on July 17, 
1954, provides for war-risk insurance on cargoes in the event of war, provided 
commercial insurance is not available on reasonable terms and conditions. In 
this connection the form of the contract to be executed with cargo underwriting 
agents was approved on July 9, 1954. As of December 31, 1954, 17 contracts 
with cargo underwriting agents had heen executed. 

At the request of the Department of the Navy, war-risk second seamen’s insur- 
ance was provided beginning January 1, 1954, for tankers operated for account 
of the Military Sea Transportation Service for a period of 6 months at the 
expiration of which period this arrangement was extended for a full year until 
June 30, 1955. This insurance is provided under authority of sections 1205 and 
1206 without premium in consideration of an agreement by the Secretary of the 
Navy to indemnify the Maritime Administrator for all losses covered by such 
insurance. At the end of the year 46 tankers were covered under this program. 
No claims have been received since this insurance went into effect, with a saving 
to the Navy in premium estimated at approximately $45,000. 

At the request of the Department of the Navy, the Administration, on October 
31, 1950, provided war-risk hull and P. and I. insurance for vessels bareboat 
chartered to citizen operators and time chartered to the Military Sea Transpor- 
tation Service. The insurance was provided without premium in consideration 
of an indemnity agreement from the Navy to reimburse the Administration for 
claims paid under the insurance. A total of 162 ships were insured during oper- 
ation of the program. One claim for approximately $288,000 was reported and 
is in suit after the Administration as war-risk underwriter denied liability for 
the loss. It is estimated that a saving to the Navy of approximately $4 million 
in premium was realized. 

Publie Law 253, 82d Congress, approved November 1, 1951, provides that the 
Secretary of Commerce may transfer to the fund authorized by section 1208 (a) 
of Public Law 768, 8ist Congress, not in excess of $10 million from the vessel 
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operating revolving fund, which was created by the Third Supplemental Appro- 
priation Act, 1951, approved June 2, 1951 (Public Law 45, 82d Cong.). Up to the 
present time it has not been necessary for the Secretary of Commerce to make 
any transfer of funds under this authority. 

As of July 1, 1950, there was an inventory of 3,411 unsettled insurance claims 
with a claimed value of $53,257,000 which had resulted from wartime WSA gen- 
eral agency operations. The December 31, 1954, inventory totaled 565 claims, 
including only 109 of the 1950 inventory, and represented a claimed value of 
$10,656,000. In this period of 4% years, there were filed an additional 2,446 
claims and 5,292 claims were settled. In this same period, employment was 
reduced from 21 to 10 employees. 

All claims of a marine insurance nature are handled by the Division of Insur- 
ance except some of those covered by P. and I. insurance under the NSA agency 
operation which are handled directly by our agents. 

All marine and war-risk claims of an insurance nature are assumed by the 
Administration on all of its own vessels except those under charter. 

The marine and war-risk builder’s risk insurance program on the Mariners 
was completed in 1954. It now can be definitely stated that the losses paid by 
the Government were $115,535 as compared with a potential insurance premium 
of approximately $1 million quoted by underwriters when the program was in- 
augurated. This is a very favorable loss ratio and represents a large saving 
accrued to the Government by reason of self-insurance. 

Marine and war-risk builder’s risk insurance on the two reefer vessels under 
construction for account of the Navy is assumed by the Maritime Administration, 
except third party liabilities after launching which are insured, in accordance 
with Navy Department practices, to the extent of $2 million. To date no claims 
have been reported. 

Two wartime commercial insurance programs are being liquidated as rapidly 
as the cases can be settled. In the wartime hull program recapture has totaled 
$13,475,000 with approximately $88,000 still remaining outstanding to cover 
the settlement of the one claim which remains pending. That case it is ex- 
pected will be decided by the United States Supreme Court during the present 
term. Under the “wartimepandi” contracts a total of $45,550,000 has been re- 
covered under the recapture provision, with $5,340,088 remaining to cover out- 
standing claims. Most of these cases represent suits by seamen which either 
await trial or settlement. 

The grain storage programs which have been in effect since 1953 have resulted 
in 16 claims still pending. Like hull claims on general agency vessels, all claims 
resulting from that program are handled as assumed risks. The emergency ship- 
repair program falls under this same category, all losses being assumed by the 
Administration from laidup fleet to laidup fleet. 

In the NSA operation, protection and indemnity insurance is carried. This 
insurance which covers the liability to crew, passengers, cargoes, docks, etce., is 
maintained principally in order to obtain the worldwide claims settling facilities 
of the underwriter. The contract is let by competitive bid, and the current policy 
is underwritten by the Continental Insurance Co. of New York (Marine Office 
of America) at a rate of $2 per gross registered ton. The contract renewal date 
is April 1. 

Among the claims still outstanding are approximately 100 under Public Law 
449 of the 78th Congress, which provides benefits to seamen whose insurance 
benefits under the second seamen’s war-risk insurance policy have expired. 
These are recurrent monthly payments and the claims require careful considera- 
tion since rehabilitation is an important factor in reducing benefits. 

Approval of marine and war-risk insurance on mortgaged, subsidized, and 
chartered vessels is the principal compliance function. This program and the 
consequent control of losses requires the maintaining of the London office. As 
of January 1, 1955, 736 vessels remained under mortgage, 375 United States flag 
and 361 foreign flag. 

Another compliance function is approval of the insurance required under the 
lump-sum repair contract. At present 90 contractors are approved for bidding 
on Maritime Administration repair jobs. 

Approval of insurance provisions in contracts is one of the most important 
functions of the division. An example of this is the latest charter of a Mariner 
vessel which requires marine and war-risk hull insurance in an amount equal to 
the foreign construction cost, with third-party liability insured up to the average 
total construction cost of this class of vessel. This determination is based upon 
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the theory that since the charterer could buy the vessel for the amount of the 
insurance required, the administration should expect to receive no greater sum 
from proceeds of insurance if the vessel were lost or damaged to that or a greater 
extent. 

There is at present in progress consideration of the bases on which insurance 
requirements for vessels operating under subsidy agreements could be more 
properly established, particularly with respect to total loss insurance and its 
relationship to replacement costs. This consideration is complicated by the policy 
of the Government in assuming its own risks on the subsidy interest in the vessel. 
The outstanding example of this is the steamship United States which cost over 
$75 million to build. Until recently it was covered for $31 million which repre- 
sents the owner's interest (including the mortgage interest). When the sales 
price was redetermined the amount of insurance was increased to $35 million. 

The Division of Credits and Collections is one of the four major subdivisions 
of the Office of the Comptroller and has as its basic functions the procurement 
and custody of financial statements required to be submitted to the Maritime 
Administration, and the analysis and preparation of reports on all such state- 
ments except with respect to subsidized operators: the supervision of compliance 
with the terms, and the custody, of mortgages; the receipt and deposit of pay- 
ments received by the administration in Washington; the assignment of contract 
numbers and the custody of contracts; the taking of all necessary actions, 
including the negotiation and settlement of all claims except those of an insurance 
and general ageney nature and those in litigation, to effect collection of amounts 
due; and the final determination of the acceptability of all commercial deposi- 
taries for the deposit of funds in joint bank accounts with contractors. 

Financial statements are submitted as a result of applications for, and dealing 
with, ship purchasers, charterers, assumption of mortgage agreements, subsidized 
operators, common carriers, shipbuilders, repair contractors, general agents, com- 
panies acting as sureties for bonds required by the administration, banks acting 
as depositaries for reserve funds, and for ship mortgage insurance. Financial 
statements are examined to determine compliance with requirements for working 
eapital, cash, and net worth and contractors or applicants are appropriately 
advised with respect to deficiencies. This contract compliance work is performed 
on a continuing basis and involves the analysis of approximately 700 general 
financial statements, 150 vessel operating statements, and 2,000 affidavits required 
in connection with ship sales and charter contracts. 

The Securities and Cash Receipts Branch of this Division received and depos- 
ited during fiscal year 1953, 4,218 collection items totaling $93,400,000 and dur- 
ing fiscal year 1954 a total of 3,430 collection items in the amount of $128,218,000. 
This branch also maintains custody of mortgages, contracts, good faith deposits, 
bid bonds, collateral securities for performance under contracts, and arranges 
for substitution of securities and the cancellation of notes. 

The Collection Branch of this Division is responsible for the collection of all 
accounts receivable and since July 1, 1951, has reviewed and taken all necessary 
administrative actions with respect to such accounts, as a result of which a 
previous balance of delinquencies of $29 million has been reduced to a present 
workable balance of $3,325,000. Of the present balance of accounts receivable 
totaling $23 million a total of $13,360,000 is more than 3 years old, and of this total 
$10,136,000 represents matters with the Department of Justice or with other 
legal offices or the courts for disposition. In 1 year alone accounts totaling 
$22,782,000 were collected or otherwise cleared from accounts requiring adminis- 
trative action, and during this same year setoff orders were issued in approxi- 
mately 300 cases and almost 4,000 collection letters were written. These clear- 
ances involved approximately $5,500,000 for the war years alone and $12 million 
for 1946, 1947, and 1948. During the past calendar year alone delinauent 
accounts were reduced $4 million, and it must be stressed that this branch has 
a total of only 6 employees. 

On July 1, 1950, the inventory of claims not in litigation consisted of approxi- 
mately 8,000 claims having a claimed value of $97 million. By Decembor 31, 
1954, this inventory had been reduced to approximately 800 claims totaling $13 
million. In this period approximately 5,300 additional claims totaling $91 mil- 
lion were filed. The workload accomplishments must be considered little short 
of remarkable since approximately 12,500 claims were settled involving $175 
million. 
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UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington 25, D. C., February 18, 1955. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 

DeEaR Mr. CHAIRMAN: In view of the direct and substantial interest which 
your committee has in the manner in which we administer our responsibilities 
in the maritime field, | thought that you should be advised with respect to de- 
velopments in connection with the large-scale grain-storage program we have 
been conducting with Liberty-type vessels in our reserve fleets, for account of 
the Department of Agriculture. 

At the present time we have in our reserve fleets grain-laden ships as 
follows: 





Approximate 


Number ships bushels 





Hudson River ee 2 70 16, 000, 000 
James River ; ; 106 24, 000, 000 
Astoria. ere eee oeadke 87 20, 000, 000 


Olympia. ets . ; 43 | 10, 000, 000 


We are in receipt of a request from the Department of Agriculture under date 
of January 24, 1955, for the Maritime Administration to load an additional 75, 
end possibly as many as 105, Liberty ships in the Pacific Northwest area. 

The Maritime Administration solicited the views of the Department of the 
Navy under date of January 21, 1955, and received their views in a letter dated 
February 9, 1955. The Administration has also requested the views of the 
Office of Defense Mobilization by a letter to Dr. Flemming dated February 18, 
1955. Copies of all the aforementioned correspondence are attached for your 
ready reference. 

You will note that the Department of the Navy has interposed no objection to 
the loading of the 75 additional ships, and we assume from the tenor of their 
reply that they would have no objection to the loading of another 30 in addition 
to the original 75 ships requested for that area. However, we have written them 
to confirm our assumption. Copy of our second letter to the Navy is also at- 
tached. 

Since the Director of our National Shipping Authority is scheduled to testify 
generally before your committee next week as to the functions and activities of 
his office, he will be pleased to elaborate on any phase of this subject you may 
desire, and will try to answer any questions you may have. 

Sincerely yours, 
WALTER ©. Forp, 
Deputy Maritime Administrator. 


UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington, D. C., January 21, 1955. 
The honorable the SeEcRETARY OF THE NAVY, 
Washington, B. OC. 


Dear Mr. Secretary: During recent informal discussions with the Depart- 
ment of Agriculture we were requested to consider the storage of an additional 
75 shiploads of grain in the Astoria reserve fleet. Informatively, there is pres- 
ently a total of 309 Liberty-type ships in the national-defense reserve fleet 
loaded with grain (wheat) in keeping with an agreement. between the Secretary 
of Commerce and the Secretary of Agriculture. 

The Maritime Administration: has stored the aforementioned grain in the 
following reserve fleets: 

Liberty ship loads 


Hudson 71 


oat teste 
Astoria 


The Department of Agriculture has determined that the Hudson. James, 
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Astoria, and the Olympia reserve fleets are most suitable for grain storage 
after careful consideration of such factors as climatic conditions, fleet dredging 
necessary to accommodate grain-laden ships, inland transportation factor to 
fleet areas, availability of contiguous grain-storage facilities, etc. 

Since 1951 the Maritime Administration reactivated several hundred ships 
to meet shipping requirements for military and economic programs. At the 
completion of the ECA program and with the diminution of shipping require- 
ments in the Korean area, in excess of 600 ships were repaired, deactivated, 
and placed in the various reserve fleets. These ships would be the first used 
to meet any new emergency requirements. 

The current grain-storage program has utilized 196 Liberty ships of the afore- 
mentioned group returned to the reserve fleet after emergency use. However, 
it is estimated that under full mobilization conditions, that concurrently with 
other port grain-handling activity, 175 grain-loaded reserve-fleet ships could 
be discharged within 90 days and made available for reactivation if required. 

Attached is a table showing the distribution of the readily available ships 
by types and also the effect of the grain-storage program upon this group of 
ships. Additionally, attached is a table showing the overall reserve-fleet dis- 
tribution and composition as of December 31, 1954. 

It would be appreciated if you would advise the views of the Department 
of the Navy relative to increasing the number of grain-loaded ships in our 
reserve fleets from the present 309 shiploads to a proposed total of 384 shiploads. 
Informatively, favorable consideration of the Department of Agriculture’s re- 
quest for additional ships in the Astoria reserve fleet will entail considerable 
fleet preparatory work to meet an early May initiation of the proposed addi- 
tional storage program. In view of the time factor involved an early decision 
on our part is mandatory. Accordingly, your prompt reply is solicited and 
will be appreciated. 

Sincerely yours, 
[Signed] WaALter C. Forp 
(For Louis 8S. Rothschild, Maritime Administrator). 





UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington 25, D. C., February 18, 1955. 
The honorable the SECRETARY OF THE NAVY, 
Washington 25, D. C. 

DrAR Mr. SECRETARY: Reference is made to my letter of January 21, 1955, and 
your reply thereto of February 9, 1955, relative to increasing the number of 
grain-loaded Liberty ships in the national-defense reserve fleet from 309 to 384. 

In addition to the 75 ships required in the Astoria reserve fleet as mentioned 
in our letter of January 21, 1955, we are now being asked by the Department of 
Agriculture to consider making available an additional 30 Liberty-type ships to 
store grain in the Olympia reserve fleet. Favorable consideration will result in 
a potential total of 414 Liberty-type ships loaded with grain in our national- 
defense reserve fleet. As sufficient suitable Liberty-type ships are not available 
in the Olympia reserve fleet we contemplate towing low mobilization priority 
Liberty-type ships from the Suisun Bay reserve fleet to the Seattle area for 
loading and ultimate storage in the Olympia reserve fleet. 

After studying your letter of February 9, 1955, we do not believe that increasing 
the number of ships to be loaded by an additional 30 with an ultimate total of 
414 shiploads of grain in the reserve fleet will have an adverse effect upon the 
achievement of military ship reactivation requirements. 

The purpose of this letter is to keep you informed of our contemplated action 
in regard to this program and to solicit any comments you may choose to offer. 

Sincerely yours, 
WattTer C. Forp, 
Deputy Maritime Administrator. 
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DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., February 9, 1955. 
Hon. Louts 8. RorTHScHILD, 
Maritime Administration, 
United States Department of Commerce, 
Washington 25, D. C. 


My Dear Mr. RoruHscuitp: Your letter of January 21, 1955, requested the 
views of the Department of the Navy relative to increasing the number of grain- 
loaded Liberty ships in the national-defense reserve fleet from 309 to 384. 

It is noted that a large proportion of the ships involved are ships which 
operated during the Korean emergency and as a result are in better material 
condition than the average. These ships would normally be first choice in their 
type of withdrawal to meet mobilization requirements. 

However, if the grain can be removed at the rate estimated in your letter, the 
proposed increase in number of grain-storage ships should not have an adverse 
effect upon the achievement of military requirements, particularly if the addi- 
tional ships are chosen from those which have not operated recently. Accord- 
ingly, the Department of the Navy interposes no objection to increasing the 
number of ships in which grain is stored from 309 to 384, but recommends that 
the additional ships be taken, if practicable, from those which have low 
mobilization priority. 

Sincerely yours, 
R. H. Footer, 
Assistant Secretary of the Navy (Material). 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
COMMODITY STABILIZATION SERVICE, 

GRAIN DIVISION, 

Washington 25, D. C., January 24, 1955. 
Mr. CHarLes H. McGurre, 

Director, Office of National Shipping Authority and Government Aid, 

Maritime Administration, United States Department of Commerce, 
Washington, D. C. 

DEAR Mr. McGurre: This replies to your letter of October 22 (L25-16-—1 :360) 
which we delayed answering because of the impossibility of predicting with any 
degree of certainty just what space we shall require this year. 

Current indications are that we shall not have need for more ships in the 
New York area than we used last year. 

It appears, however, that we may require more ships for storage of wheat in 
the Northwest. Early estimates indicate that as many as 75 additional ships 
may be need in that area. We shall therefore appreciate knowing what you can 
do about providing the additional ships, should be they be needed. 

Very truly yours, 
Lioyp N. Case, Acting Director. 


FEBRUARY 18, 1955. 
Hon. ARTHUR S. FLEMMING, 
Director, Office of Defense Mobilization, 
Executive Office of the President, 
Washington 25, D. C. 

Dear Mr. FLEMMING: The Maritime Administration, after urgent appeal from 
the Secretary of Agriculture regarding the lack of storage facilities for large 
quantities of surplus grain, agreed to the use of Liberty-type vessels from the 
national-defense reserve fleet for grain-storage purposes. 


At this time grain is stored abroad ships in the reserve fleets as follows: 








Fleet Ships Bushels 

Hudson River fleet aaa ial Paha tel al aa cia act AS 70 16, 000, 000 
James River fleet_. : eee mae Fe oat ae 106 24, 000, 000 
Astoria, Oreg., fleet............-- esta anal testareere dente sata 87 | 20, 000, 000 
NCI i cattnbwansxtesdanacin'| 43 10, 000, 000 


atid aey Sse Be ten ge 


Recently we have had indications from the Department of Agriculture that 
grain-storage facilities have again become critical in the Pacific Northwest and 
that 75 additional ships will be needed at Astoria, Oreg. Some concern has been 
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felt regarding the lack of ready availability of such a large group of vessels in 
the event of a national emergency and, therefore, the views of the Defense De- 
partment were obtained before action was taken to load additional ships. Copies 
of the exchange of correspondence with the Secretary of the Navy are enclosed. 
Meanwhile, grain-storage facilities have become even more critical and the 
Department of Agriculture has indicated that 30 ships will be needed in Olympia, 
Wash., in addition to the 75 at Astoria. If the request of the Department of 
Agriculture is acceded to, it is tentatively planned to move 30 ships from the 
Suisun Bay, Calif., fleet to the Pacific Northwest, inasmuch as only 75 vessels 
suitable for grain storage are now available at that location. This appears not to 
be in conflict with the advice received from the Secretary of the Navy inasmuch 
as the number of ships readily available in the Pacific Northwest will not change. 
if 30 ships are removed from the Suisun Bay fleet there will be still remaining 212 
Liberty-type vessels in that fleet. 
A letter is being addressed to the Secretary of the Navy advising him of the 
request for the 30 additional ships but before further action is taken, it will be 
appreciated if we can be advised of your views regarding the effect of this pro- 
gram on emergency defense and mobilization requirements for ocean shipping, 
particularly with regard to the availability of Liberty-type vessels at the reserve 
fleet sites mentioned in this letter. 
Sincerely yours, 
Water C. Forp, 
Deputy Maritime Administrator. 


JOHN J. MCMULLEN, CHIEF, OFFICE OF SHIP CONSTRUCTION AND REPAIR, MARITIME 
ADMINISTRATION 


Dr. McMullen was born in Jersey City, N. J., on May 10, 1918. He attended 
Montclair High School, Montclair, N. J., prior to his appointment to the United 
States Naval Academy, Annapolis, Md., which he entered on July 9, 1936. He 
graduated in the upper 10 percent of his class and was commissioned ensign on 
June 6, 1940. Through subsequent promotions he attained the rank of commander 
in the United States Navy, from which he resigned on November 25, 1953. 
Following his graduation from the United States Naval Academy in 1940, he 
served in various ships of the United States Fleet in both the Atlantic and Pacific. 
In January 1942, he was awarded the Treasury Department's Silver Lifesaving 
medal for the rescue of a naval pilot who had crashed in mid-Atlantic. In March 
1942 he received a letter of commendation for his action after the destroyer in 
which he was serving was rammed by an aircraft carrier. 

In 1943 he attended the graduate course at the Massachusetts Institute of 
Technology, Cambridge, Mass., and received the degree of master of science in 
naval construction and engineering in June 1945. He submitted a thesis entitled 
“Design of a Fleet Destroyer.” 

Between June 1945 and May 1948, he was assigned to the Production Depart- 
ment of the United States Naval Shipyard, New York, as a ship superintendent 
in charge of repairs, conversions, and new construction for both hull and 
machinery. 

In 1948 he was assigned to an advanced course at the Swiss Federal Institute 
of Technology in Zurich and, at the same time, served in the capacity of assistant 
naval attaché attached to the American Legation in Switzerland. In 1950 he 
completed his studies and was awarded the degree of doctor of technical science 
in mechanical engineering. He submitted a thesis on the design of gas turbines 
entitled “Wahl und Entwurfeiner Gasturbine und Untersuchung ihrer Eignung 
zum Antrieb eines Frachtschiffes.”’ 

From April 1951 to November 1953, he served in the Bureau of Ships, Navy 
Department, Washington, D. C., as Assistant for Machinery Arrangements in the 
Machinery Design Branch where he was project officer for gas turbines, free- 
piston engines, and other special developments pertaining to main propulsion. 

During his military service he was awarded the National Defense Service 
Medal: the American Defense Service Medal; the American Campaign Medal; 
the European-African-Middle Eastern Campaign Medal; the Asiatic-Pacific Cam- 
paign Medal; the World War II Victory Medal, and the Silver Lifesaving Medal. 

In December 1953 he joined the Hudson Engineering Co., of Hoboken, N. J., as 
vice president. This company was engaged in ship repair and general machine 
work. 

In June 1954, after a request by the Maritime Administrator, he accepted the 
position of Chief, Office of Ship Construction and Repair, Maritime Admin- 
istration. 
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TABLE I.—Cargo shipments from and receipts into the United States by flag’ of 
ship, 1921-53 (excludes Great Lakes cargo and U. S. Army and U. 8. Navy 
cargo)? 


[In thousands of long tons] 























Total cargo Carried on dry cargo ships Carried on tankers 
Year 

Total _— Foreign | Total — Foreign Potal —— Foreign 
70, 554 34, 571 35, 983 47,212 16, 996 30, 216 23, 342 17, 575 5, 767 
75, 450 36, 216 39, 234 49, 854 16, 950 32, 904 25, 506 19, 266 6, 330 
79, 096 31, 638 47,458 54, 275 37, 450 24, 821 14,813 10, OOS 

80, 234 32, 896 47, 338 54, 520 37. O74 25,714 5, 450 10, 264 
80, 610 29, 826 50, 784 57, 459 40, 796 23, 151 13, 163 9, OSS 
100, 206 31, 744 ) 75, 316 57, 020 24, 890 13, 448 11, 442 
84, 027 31, 794 59, 065 40, 413 24, 942 13, 142 11, 820 
87, 799 33, 434 58, 503 40, 205 29, 296 15, 136 14, 160 
764 35, 486 57, 278 61, 320 41,878 31, 444 16,044 15, 400 
, 7o4 30, 864 50, 870 51, 458 35, 627 30, 276 15, 033 15, 243 
35, 328 23, 552 41,776 40,711 28, 183 24, 617 11, 024 13, 593 
132 18, 367 33, 765 30, 708 9, 28 21,415 21, 424 9, O74 12, 350 
. TOO 16, 851 33, 899 32, 530 10, 243 22, 287 18, 220 6, 60S 11,612 
56, 337 18, 555 37, 782 35, 122 11, 343 24,779 20, 215 7, 212 13, 003 
0, 875 19, 697 41,178 39, 783 11, 671 28, 112 21, 092 &, 026 13, 066 
, 868 19, 283 45, 585 41, 805 12, 004 29, 802 23, 012 7,279 15, 783 

2, 970 22, 012 60, 958 54, O44 15, 544 38, 500 28, 926 6, 468 22, 458 
; , 597 19, 446 55, 151 44, 071 11, 637 32, 434 30, 526 7, 809 22, 717 
, 991 17, 426 60, 565 47, 490 11, 915 35, 575 30, 501 5, 511 24, 990 
5, 962 23, 204 52, 758 51, 042 16, 022 35, 020 24, 920 7. 182 17, 738 

2, 980 (4) (4) 51, 562 (4) (4) 31, 418 (4 : 

i1, 663 30, 023 31, 640 43, 808 21, 418 22, 390 17, 855 8, 605 9, 250 

, 315 44, 680 25, 635 7, 372 31, 664 15, 70S 22, 943 13, 016 9, 927 
, 049 53, 760 25, 289 46, 765 31, 036 15, 729 32, 284 22, 724 9, 560 
90, 205 61, 736 28, 469 56, 324 39, 932 16, 392 33, 881 21, 804 12, 077 
1946__ 102, 868 67, 167 35, 701 69, 895 45, 910 23, 985 32, 973 21, 25 11, 716 
1947 142, 177 81, 901 105, 119 46,852 35, 058 22, 6: 13, 424 
1948 113, 436 59, 787 77, 193 40, 903 36, 243 23, 497 12, 746 
1949 113, 306 54, 503 71, 833 27, < 44,514 $1,473 27, 184 14, 289 
1950_- 117, 216 49, 914 66, 080 22, 502 43, 578 51, 136 27,412 23, 72 
1951 166, 644 69, 976 96, 668 110, 408 44, 226 66, 182 56, 236 25, 750 30, 486 
1952__- 161, 541 56, 541 105, 000 99, 842 32, 923 66, 919 61, 699 23. 618 38, O81 
1953 152, 170 43, 997 108, 173 86, 507 22, 300 64, 207 65, 663 21, 697 43, 966 


1 Figures for 1942 through 1945 are by control of ship rather than by flag. 

2 From 1921 through June 1950, cargoes under the control of the Army and Navy for military use were 
excluded from the data. Beginning with July 1950, shipments of ‘special category’’ cargoes were excluded, 
as were shipments to the Ar.ned Forces abroad for their use and shipments of Department of Defense 
controlled cargoes under special programs. 

3 1941 figures are preliminary. 

4 Not available. 


Source: 1921-41, U. S. Shipping Board and U. 8. Maritime Commission; 1942-45, War Shipping Admin 
istration; and 1946-53, Bureau of Census, Reports FT 973E and FT 9731 Figures are preliminary 
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TABLE II.—Cargo shipments from the United States by flag’ of ship, 1921-538 
(excludes Great Lakes cargo and U. 8. Army and U. 8. Navy cargo’) 


[In thousands of long tons] 


Total cargo Carried on dry cargo ships Carried on tankers 


i | £- = | 
Total United United United 


io n" 2 > rig | Tr ~ ato 
States | Foreign otal States Foreign ‘ States Foreign 


| | 
1921 , 835 3, 88+ 26, 951 34, 85: 11, 502 23, 353 | 
1922 35 2, 426 23, 078 29, 06 9, 882 | 19, 182 
1923 |} 40,71: 2, 6: 28, 092 31, 22: 9, 992 21, 233 
1924 3, 68 3, 885 29, 798 3% 5 | 10,318 | 22,308 11, 057 
1925 42, 92 2, 95 29,966 | 32,556 9, 301 23, 255 10, 368 
1926 0, ! , 006 », 265 i 10, 211 37, 774 12, 289 
1927 } 47, 22: , 63 ¢ D | 33, 7 10, 536 | 23, 168 13, 519 
1928 , 096 » 6 32, 32, 4 10,200 | 22,007 14, 889 
1929 47, 030 ,015 | 33, 015 32, 25% 10,368 | 21, 885 14, 777 
1930 : ,320 | 29,046 25, 9% 8, 075 17, 922 14, 369 | 
1931 32, 7 , 982 23, 720 , 855 6, 692 14, 163 11, 847 
1932 25, 85: 3, R35 19, O18 , 782 | 5, 160 10, 622 10,071 
1933 ; 5g i, § 19, 571 5, 02% 5, 458 10, 565 10, 536 
1934 29, 7$ : | 22,322 s, 04 5, 896 12, 145 11, 758 g 10, 177 
1935 30, 5 ; 23, 446 | 46 5,882 | 12,578 12, 057 | , 186 10, 868 
1936 31, 25 d, § | 24, 334 ,» Bie 5, 312 | 12, 563 13, 376 , HOF 11,771 
1937 3, 81% 9, 074 | 34, 738 5, 26 7, 353 17, 908 | 18, 551 | y ba 16, 830 
1938 44, ¢ | . 36, 497 | 5, 496 17, 951 21, 537 | 2, 96 18, 546 
1939 44, 88% , 595 37,294 | 24, 42: 5, 839 18, 584 20, 466 756 18, 710 
1940 39, 84! a 31, 334 | , 48. 7, 108 21, 374 11, 363 
1941 ; ie ) (4) } 5, 576 (4) (4) , 687 | 
1942 37, 20: . 22,717 | 10, 242 15, 839 | , 124 
1943 42, 22,591 | 20,056 | , Al | 16, 221 | 11, 420 5, 006 
1044 , 296 , Bos 18, 940 , 196 16, 485 11,714 , 100 
1945 55, 002 33,687 | 21,315 935 24, 707 12, 228 8, 067 
1946 | 206 , 196 23, 006 50, 526 34, 072 16, 454 | 676 | 
1947 , 636 ,737 | 43,899 80, 788 44, 241 36, 548 , 847 | 
1948__ 56, 319 24, 130 | 32, 189 47, 50: 21, 431 26, 073 , 815 
1949___ a7 , 556 29, 716 40, 7§ 15, 580 25, 214 , 478 
1950 35, 30% 2, 82: 22, 480 28, 9, 913 18, 975 | », 415 
1951 82, 256 32, 45 49, 806 71, 125 29, 036 42,089 | , 131 
1952 , 50! 21, 332 50, 173 60, 603 18, 263 42, 340 902 
1953 51, 9 11, 680 40, 310 41, 300 8, 953 32, 347 690 
| 





1 Figures for 1942 through 1945 are by control of ship rather than by flag. 
2 See footnote 2, table I for coverage. 

3 1941 figures are preliminary. 

4 Not available. 


Source: 1921-41, U. S. Shipping Board and U. 8S. Maritime Commission; 1942-45, War Shipping Admin- 
istration; and 1946-53, Bureau of Census, Reports FT 973E (figures are preliminary.) 





MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 305 


TABLE III.—Cargo receipts into the United States by flag* of ship, 1921-53 (ez- 
cludes Great Lakes cargo and U. S. Army and U. 8S. Navy cargo’) 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 3 
1942 
1943 
1944 
1945__ 
1946 
1947 
1948__ 
1949__- 
1950__. 
1951... 
1952... 
1953__ 


{In thousands of long tons] 


Total cargo 


Total 


666 
, 541 
, 117 
45, 034 
81,913 
84, 388 
90, 036 
100, 180 


United 


States 


23, 968 
, 192 


, 657 


», 519 | 


734 
7, 166 
, BR6 
,471 

544 
, 570 
, doz 
, 863 
, O78 


626 | 


366 
938 
, 959 


9,831 | 


, 693 


, 535 
2, O89 
3, 401 


28, 049 | 


7, 971 
33, 164 
35, 657 
35, 947 
37,091 
37, 526 
35, 209 


32, 317 


20, 506 | 


Foreign 


9, 213 
15, 978 
19, 191 
17, 894 
21, 167 
22,198 | 
19, 638 
21, 817 
24, 263 
21, 824 
18, 056 
14, 747 
14, 328 | 





5, 579 | 
6,349 

7,154 
12, 695 
16, 377 
21, 460 
29, 087 
44, 822 
46, 862 
54, 827 
67, 863 | 


Carried on dry cargo ships 


Total 


12, 357 
20, 790 
23, 050 


, 894 | 


903 


39, 23: 
45,5 


United 
States 


, 437 
977 


145 
093 
073 
O84 
117 
098 
O74 
, 706 


, 836 


“Indo 


PRE 


Foreign 


5, 920 
3, 513 
5, 905 
801 
, 830 
247 

, 244 
, 198 
, 993 
, 205 
, 020 
, 793 


799 


34 


20, 592 
, 483 
16, 991 
13, 646 
4, 551 
, 238 
O15 
, 164 
, 531 
10, 304 
14, 830 
19, 300 
24, 603 
24,093 
24, 579 
31, 860 


Carried on tankers 


United 


Total | ‘states 


For 


wwe & wrot 


& tO bo 


, 291 
2, 334 
2, 990 
5, 164 
6,073 
6, 630 
9, 787 

20, 219 
22, 769 
30, 248 
36, 003 


1 Figures for 1942 through 1945 are by control of ship rather than by flag. 
See footnote 2, table I for coverage. 

1941 figures are preliminary. 

Not available. 


Source: 1921-41, U. S. Shipping Board and U. S. Maritime Commission; 1942 
istration; and 1946-53, Bureau of Census, Reports FT 9731. 


2 
3 
4 


45, War Shipping Admin- 
(Figures are preliminary. 


ReEvIEW oF EsseNTIAL UNITED States Foreign TrapeE ROoUTES—INTRODUCTION : 
PURPOSE AND Score 


Prepared by Office of Subsidy and Government Aid; A. J. Wilson, Chief, and 
Division of Trade Routes; Robert C. King; Chief, May 1953 


UNITED STaTES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington 25, D. C., June 5, 1953. 
To: Maritime Administrator. 
From: Deputy Maritime Administration. 
Subject : Review of essential United States foreign trade routes. 


I am submitting herewith a report entitled “Review of Essential United States 
Foreign Trade Routes—Introduction : Purpose and Scope,” dated May 1953. 

The Merchant Marine Act, 1936 (sec. 210, 211), directs the Maritime Commis- 
sion (now the Maritime Administration, Department of Commerce), to make a 
continuing review of the ocean routes between ports of the United States and 
foreign markets to determine their essentiality in the promotion, development, 
expansion, and maintenance of our foreign commerce. 

In compliance with that directive, the Maritime Commission prior to World 

Jar II conducted a preliminary survey of our foreign trade and considered 30 
trade routes to be essential. During 1943-46 the Commission further studied 
the trade route situation and in May 1946 determined and declared 33 United 











306 MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 


States foreign trade routes to be essential. At present the Maritime Adminis- 
tration is making a comprehensive review of foreign trade and national defense 
requirements in order to determine whether each of these 33 routes or any others 
are now essential. 

In the conviction that it would be helpful to a better understanding of the 
essential trade routes, this publication has been compiled to serve as an intro- 
duction to the current trade-route review reports by showing briefly the legis- 
lative authority for and the purpose and scope of these reports. Also included 
are the criteria upon which each essentiality determination is based, together 
with other background material used in the trade-route reviews. 

This report has been prepared under the direction of Robert C. King, Chief, 
Division of Trade Routes. 

EARL W. CLARK, 
Deputy Maritime Administrator. 


Section I. Background for Trade Route Reviews 


Legislative authority 


The Merchant Marine Act, 1936, as amended, imposes upon the Maritime 
Administration of the Department of Commerce the functions of developing a 
merchant fleet privately owned and operated by citizens of the Untied States, 
adequate to carry its warterborne domestic and a substantial portion of its 
waterborne foreign commerce. 

Specifically, section 210 of that act provides, in part, as follows: 

os the creation of an adequate and well-balanced merchant fleet, inelud- 
ing vessels of all types, to provide shipping service on all routes essential for 
maintaining the flow of the foreign commerce of the United States, the vessels 
in such fleet to be so designed as to be readily and quickly convertible into 
transport and supply vessels in a time of national emergency. * * * 

* * the ownership and the operation of such a me rchant fleet by citizens 
of the United States insofar as may be practicable. . 

* * the planning of vessels eae to afford the best and most complete 
protection for passengers and crew against fire and all marine perils. * * *” 

Continuing review of the United States foreign trade routes is fundamental 
to a determination of their esentiality ; to the orderly development of a balanced 
merchant fleet of modern, competitive ships of proper types, speed, and age; 
and to insure adequate United States flig shipping services on all routes neces- 
sary to maintain the flow of the foreign commerce of the United States. 

In order to carry out these objectives the Maritime Administration is author- 
ized and directed by section 211 of the act, among other things, to investigate, 
determine, and keep current records of: 

(a) The ocean services, routes, and lines from ports in the United States * * * 
to foreign markets, which are, or may be, determined by the Commission to 
be essential for the promotion, development, expansion, and maintenance of 
the foreign commerce of the United States. and in reaching its determination 
the Commission shall consider and give due weight to * * * the number of 
sailings and types of vessels that should be employed in such lines, and any 
other facts and conditions that a prudent businessman would consider when 
dealing with his own business. * * * 

“(b) The type, size, speed, and other requirements of the vessels, including 
express-liner or superliner vessels, which should be employed in such services or 
on such routes or lines, and the frequency and regularity of the sailings of such 
vessels, with a view to furnishing adequate, regular, certain, and permanent 
service: 

* - * * % * * 

“(i) New designs, new methods of construction, and new types of equipment 
for vessels ; the possibilities of promoting the carrying of American foreign trade 
in American vessels; and intercoastal and inland water transportation, including 
their relation to transportation by land and air.” 

Prior to the enactment of Public Law 586, 82d Congress, 2d session, in 1952, 
construction-differential subsidy could be paid for the construction of a new ship 
or the reconstruction or reconditioning of an existing ship only where such ships 
were to be operated on a route and service in foreign commerce determined to be 
essential. 

The existing law deletes the requirement that a vessel must be operated on a 
trade route or service determined to be essential to qualify for a construction- 
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differential subsidy. Section 501 (a) and (c) of Merchant Marine Act, 1936, as 
amended, now provides as follows: 

“(a) Any citizen of the United States may make application to the Commis- 
sion for a construction-differential subsidy to aid in the construction of a new 
vessel to be used in the foreign commerce of the United States. 

* * * * * % « 

“(c) Any citizen of the United States may make application to the Commission 
for a construction-differential subsidy to aid in reconstructing or reconditioning 
any vessel that is to be used in the foreign commerce of the United States.” 

Thus it is only with respect to payment of operating-differential subsidy that 
operations of ships under subsidy agreements are restricted to the limits of the 
routes and services determined by the Maritime Administration to be essential. 
In considering applications for operating-differential subsidy, the Administration 
is guided in part by section 601 (a) of the Merchant Marine Act, 1936, as 
amended, the pertinent excerpt of which states: 

“No such appplication shall be approved by the Commission unless it deter- 
mines that (1) the operation of such vessel or vessels in such service, route, or 
line is required to meet foreign-flag competition and to promote the foreign 
commerce of the United States * * *.” 


Maritime Commission cssential trade route determinations 


In accordance with the legislative mandate of the Merchant Marine Act. 1936. 

the Maritime Commission under date of May 22, 1946, issued a report titled 
“Report of the United States Maritime Commission on Essential Foreign Trade 
Routes and Services Recommended for United States Flag Operation.” In 
that report the Commission made determinations of essentiality of trade routes 
listed and described in section II. 
“The background material underlying the recommendations with respect to the 
essentiality of those routes consisted largely of prewar trends and 1938 com- 
modity and traffic data on commercial operations in the foreign trade of the 
United States, together with the consensus of trade and traffic experts as to 
the postwar pattern of foreign trade. 

Simultaneously with the determinations of essentiality of the trade routes, 
the Maritime Commission recommended specific freighter or passenger-cargo 
operations for most of the routes and for round-the-world service. With the 
service recommendations the Maritime Commission included itineraries, sailing 
frequencies, and numbers and types of vessels, but indicated with respect both 
to services and operations thereon that those recommendations were not neces- 
sarily binding. During the years that have passed since that Commission action, 
changes have been approved with respect to the description of some of the trade 
routes and a number of the services. 

Trade route review requirement 

Reorganization Plan No. 21 of 1950, effective May 24, 1950, abolished the Mari- 
time Commission and transferred its duties and functions partly to the Secre- 
tary of Commerce and partly to the Federal Maritime Board. Under Department 
Order No. 117 (amended) Amendment 1, section 3—.01-4, effective March 31, 1951, 
functions conferred upon the Secretary of Commerce “with respect to the de- 
termination of essential trade routes and services or subsequent modifications” 
were delegated by the Secretary to the Maritime Administrator. By administra- 
tive order, responsibility of studying and preparing recommendations with re- 
spect to the “trade route structure and requirements * * * of United States ocean- 
borne commerce” was placed upon the Division of Trade Routes, Office of Subsidy 
and Government Aid. 

Trade route review coverage 

It is the intention of the Maritime Administration to make continuing review 
of all trade routes determined by its predecessor, the Maritime Commission, to be 
essential to the commerce and national defense of the United States (as enumer- 
ated in sec. II), to determine their continuing essentiality and also to study the 
foreign waterborne commerce and defense requirements of the Nation to determine 
whether additional routes should be so declared. Included among the latter 
are routes from the Great Lakes to foreign areas and those routes over which 
move an increasingly greater volume of iron ore and other basic materials of 
importance to the national economy and necessary to meet defense requirements. 











308 MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 


Purpose of trade route reviews 


The purpose of the trade route reviews is to: (1) Survey existing essential 
routes as they are presently described and routes which potentially may be 
essential; (2) compare existing international trade and political conditions with 
those prevailing at the time the original trade route structure was defined; (3) 
review and analyze the volume and composition of foreign waterborne freight 
and passenger traffic of the United States; (4) indicate specific revisions, addi- 
tions, or limitations to existing trade route descriptions which current world 
trade and political conditions make advisable; and (5) make recommendations 
for such changes in areas served, including number, types, and speed of vessels 
to be employed, itineraries, and sailing frequencies to meet current and potential 
traffic, as are deemed to be appropriate. 

Scope of trade route reviews 


As has been stated, previous determinations of essentiality of United States 
trade routes in foreign commerce were predicated in large measure upon the 
historical and commercial aspects of the trade which moved over them. With 
drastic changes in the world political situation during the postwar period and the 
increasingly heavy responsibility which has devolved upon the United States 
for political leadership of the free world and for economic and military aid of 
major proportions, it became apparent that other than commercial and historical 
factors must be taken into consideration in current reviews of trade route 
essentiality. 

For these reasons the scope of those reviews has been broadened to include 
four major areas of inquiry: (1) Economic, (2) geopolitical, (3) national de- 
fense, and (4) shipping activity. 

Criteria 


Preparatory to initiating the trade route reviews, a series of criteria (sec. 
III) covering the four major fields indicated above was formulated. Those cri- 
teria which were approved by the Deputy Administrator on December 13, 1951, 
cover the basic information with respect to trade route structure and focus 
attention on fundamental points of inquiry, in order to determine the degree to 
which each factor influences the importance of individual routes to the national 
economy and welfare. 

World trade statistics 


Prerequisite to a clear perspective of the broad aspects of international trade 
is an evaluation of that trade in terms of the proportion contributed by each of 
the major trade areas of the world. 

Of equal importance is an evaluation of the trade moving between world areas 
and between those same areas and the United States. 

In this connection, a series of tables entitled “Value of World Trade and 
Foreign Trade of the United States” for use in reviews of United States trade 
routes is presented in section IV. It was prepared from data published by the 
United Nations Statistical Office and by the United States Department of 
Commerce. 

Definition of terms 


Certain terms peculiar to various economic and operational phases of the 
maritime industry are used in connection with trade route reviews. Accord- 
ingly, to permit a better understanding of these terms, definitions are included 
in an appendix. 


Section II. Trade Routes Determined To Be Essential by the Maritime 
Commission in 1946 


As a result of extended study and investigation, giving full consideration and 
due weight to the factors prescribed by the Merchant Marine Act, 1936, the United 
States Maritime Commission determined and, on May 20, 1946, declared the 
following trade routes to be essential within the meaning of the act for the 


promotion, development, expansion, and maintenance of the foreign commerce 
of the United States: 


Trade route and description 


No. 1. United States Atlantie ports (Maine to Key West, inclusive) to east coast 
South America (Brazil, Uruguay, Argentina). 
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No. 2. United States Atlantic ports (Maine to Key West, inclusive) to west coast 
South America (Chile, Peru, Ecuador, and the Pacific coast of Colombia). 

No. 3. United States Atlantic ports (Maine to Key West, inclusive) to east coast 
of Mexico. 

No. 4. United States Atlantic ports (Maine to Key West, inclusive) to Caribbean 
ports. 

No. 5. United States North Atlantic ports (Maine to Cape Hatteras, inclusive) 
to United Kingdom and Lire. 

No. 6. United States North Atlantic ports (Maine to Cape Hatteras, inclusive) 
to Scandinavian, Baltic ports, 

Nos. 7 and 8. United States North Atlantic ports (Maine to Cape Hatteras, 
inclusive) to Antwerp, Hamburg range. 

No. 9. United States North Atlantic ports (Maine to Cape Hatteras, inclusive) 
to Atlantic France and northern Spain (French-Belgian border south to north- 
ern border of Portugal). 

No. 10. United States North Atlantic ports (Maine to Cape Hatteras, inclusive) 
to Mediterranean, Black Sea, Portugal, Spain (south of Portugal), Morocco 
Casablanca to Tangiers). 

No. 11. United States South Atlantic ports (Cape Hatteras to Key West, inclu- 
sive) to United Kingdom and Bire, continental Europe (north of Spanish 
border), Scandinavian and Baltic ports. 

No. 12. United States Atlantic ports (Maine to Key West, inclusive) to Far East 
(Philippine Islands, China, Manchuria, Korea, Japan, U. 8. 8. R. in Asia, 
French Indochina, Formosa, and Siam). 

No. 13. United States South Atlantic and gulf ports (Cape Hatteras to Texas, 
inclusive) to Mediterranean, Black Sea, Atlantic Spain, Portugal, Morocco 
(Casablanca to Tangiers, inclusive). 

No. 14. United States Atlantic and gulf ports (Maine to Texas, inclusive) to 
west coast of Africa from southern border of French Morocco to Cape Frio) 
and Madeira, Canary, Cape Verde, and other islands adjacent to the west 
African coast). 

No. 15A. United States Atlantic ports (Maine to Key West, inclusive) to south 
and east Africa (Cape Frio to Cape Guardafui) and Madagascar. 

No. 15B. United States gulf ports (Key West to Mexican border) to south and 
east Africa (Cape Frio to Cape Guardafui) and Madagascar. 

No. 16. United States Atlantic and gulf ports (Maine to Texas, inclusive) to 
Australia, New Zealand, New Guinea, and South Sea Islands. 

No. 17. United States Atlantic and gulf ports (Maine to Texas, inclusive) to 
Straits Settlements, Netherlands East Indies. 

No. 18. United States Atlantic and gulf ports (Maine to Texas, inclusive) to 
India, Burma, Persian Gulf, and Red Sea. 

No. 19. United States gulf ports (Key West to Mexican border, inclusive) to 
Caribbean ports. 

No. 20. United States gulf ports (Key West to Mexican border, inclusive) to 
east coast South America (Brazil, Uruguay, and Argentina). 

No. 21. United Sttaes gulf ports (Key West to Mexican .border, inclusive) to 
United Kingdom and Eire, continental Europe (north of Spanish border), 
Scandinavian and Baltic ports. 

No. 22. United States gulf ports (Key West to Mexican border, inclusive) to 
Far East (Philippine Islands, China, Manchuria, Korea, Japan, U. S. S. R. in 
Asia, French Indochina, Formosa, and Siam). 

No. 23. United States Pacific ports to Caribbean ports. 

No. 24. United States Pacific ports to east coast of South America (Brazil, Uru- 
guay, Argentina). 

No. 25. United States Pacific ports to west coast of Mexico, Central America, and 
South America. 

No. 26A. United States Pacific ports to United Kingdom and Bire. 

No. 26B. United States Pacific ports to Havre, Hamburg range. 

No. 27. United States Pacific ports to Australia, New Zealand, New Guinea, and 
South Sea Islands. 

No. 28. United States Pacific ports to Straits Settlements, Netherlands East 
Indies, India, Burma, Persian Gulf, and Red Sea. 

No. 29. California ports to Far East (Philippine Islands, China, Manchuria, 
Korea, Japan, U. S. 8. R. in Asia, French Indochina, Formosa and Siam). 

No. 30. Washington and Oregon ports to Far East (Philippine Islands, China 
Manchuria, Korea, Japan, U. S. S. R. in Asia, French Indochina, Formosa, 
and Siam). 
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No. 31. United States gulf ports (Key West to Mexican border, inclusive) to west 
coast South America (Chile, Peru, Ecuador, and the Pacific coast of Colombia). 


Section III. Criteria To Be Used in the Determination of Essential Trade Routes 


Summary 


1. Present-day influences in the world are different from those influences 
which exerted force in 1936 when the initial concepts regarding essential trade 
routes were established. 

2. As a result of recent world events other factors in line with congressional 
intention must be considered, for the reason that their influence is of increased 
importance to the national welfare of the United States. 

3. In making the determination as to essential trade routes in light of present- 
day conditions, it is believed four basic areas of consideration are paramount. 
These areas are— 

I. Economic 
II. Geopolitical 
IIT. National defense 
IV. Steamship economies 

4. The following outline covers the basic items concerned with trade routes 
and attempts to focus attention on the basic points of inquiry, in order to deter- 
mine the degree of influence which each factor will have in the determination of 
trade routes which are essential to national welfare. 

5. In the overall the determinations of essentiality proceed on the basis that 
properly located trade routes can assist as an instrument of national policy. 
Kecognition of this fact suggests that efforts to effectuate the use of such trade 
routes be coordinated with other Government agencies where necessary or 
desirable. 


Outline of criteria to determine essentiality of trade routes 
I. Economic. 
A. Comparison of area trade to total trade. 
1. Relationship of total United States exports (tonnage-value) to 
foreign trade area. 
2. Relationship of total imports of area purchased from the 
United States. 
3. Comparative dollar balance exchange. 
Postwar trends of Al, 2, 3, above. 
5. Prewar versus postwar trade movement. 
B. Significance of trade to the economy of United States. 
1. Export-import movement (type commodity, value, and volume), 
prewar and postwar. 
Relationship between volume and value of exports-imports. 
Importance of exports to United States economy. 
Importance of imports to United States economy. 
Trading habits of area. 
6. Postwar trend of export-import trade. 
a. Reasons for decline or increase. 
. Competition met by American goods in foreign market. 
. Other foreign competition encountered by area imports in 
United States market. 
9. Raw materials resources and possibilities of development. 
C. Domestic industrial relocation and development. 
. Influence of shifts in location industry on trade movement. 
2. Trends in industrial movement. 
3. Effect of technological advances and discoveries. 
D. Trade inhibitors. 
1. Tariffs. 
2. Currency restriction. 
3. Export-import quotas. 
4. Licensing systems. 
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II. Geopolitical. 

A. Factors concerning trade which make for stronger commercial and 
political ties, aid flow of ideas, and influence continuation of old, 
or establishment of new, lines of communication. 

1. Climate, geographical position, strategic position. 
2. Aid programs—type, scope, effect. 
a. Mutual defense assistance program, point 4, etc. 
Strategic importance of trade route as avenue for movement 
of materials vital to United States economy and national 
defense. 
4. Political effect of United States shipping on the route. 
5. Influence of trade route on so-called fringe nations. 
B. Political-economic relationships. 
1. Development possibilities of trade due to political status. 
2. Competitive position of United States products by virtue of 
changed political status of foreign areas. 
III. National defense. 
A. Evaluation of importance of trade route to national defense. 
1. Direction of movement of military cargoes. 
a. Military concentrations, logistic support. 
2. Stockpile considerations, projections. (See II A 3.) 
a. Development of exports through stockpile purchases. 
b. Creation of allies through raw materials purchases. 
c. Bolstering of economies of underdeveloped areas as aid 
to defense. 
1. Acquisition of military defense areas in overseas areas. 
3. Advantage of increased export influence along areas adjacent 
to trade routes serving national defense needs. 
IV. Steamship economics. 
A. Delimiting the trade area. 
1. National grouping to form area. 
a. Broad flow, trade to area (exports-imports). 
b. Balance or degree of imbalance of tonnage. 
c. Tonnage support from areas adjacent to trade area. 
2. United States coastal areas and ports of export. 
a. Influence of inland rail rate on port or export. 
b. Alternative export ports. 
ce. Economic hinterland for imports. 
d. Influence of inland rail rates on import. 
3. Vessel routing to effect highest degree of utilization. 
a. United States ports. 
b. Trade area ports. 
B. Description of trade area. 
C. Service requirements of area. 
1. Basie ports call. 
a. Irregular calls. 
2. Cargo categories. 
3. Type movement. 
a. Regular, seasonal. 
4. Frequency of sailings. 
a. Efficiency of ports. 
b. Present tonnage. 
c. Potential tonnage. 
d. Distances to be traversed. 
e. Voyage turnaround. 
5. Passenger movement. 
a. Statistical summary of prewar and postwar movement. 
b. Seasonality of movement. 
ec. Competition presented by aircraft. 
d. Potential effect of air competition. 
e. Prospective effective utilization of passenger equipment. 
D. Vessel characteristics. 
1. General requirements. 
a. Cargo category. 
b. Relation of deadweight to cubic. 
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IV. Steamship economics—Continued 
D. Vessel characteristics—Continued 
2. Auxiliary cargo requirements. 
a. Deep tanks. 
b. Refrigerator, chilled spaces. 
c. Heavy lift requirements. 
d. Advisability of sideports. 
3. Passenger requirements. 
a. Accommodations, total and by classes. 
1. Vessel speed requirements. 
a. Influence of passengers and cargo on speed. 
b. Distances to be traversed vs. turnaround. 
c. Weather considerations. 
d. National defense considerations. 
E. Competitive vessels and service. 
1. Comparison of United States vessels and foreign vessels serv- 
ing route. 
2. Requirements to meet competition. 


Section IV. Value of World Trade and Foreign Trade of the United States 


Evaluation of world trade, in terms of dollar value contributed by each of the 
major trade areas of the world, is prerequisite to a clear overall perspective of 
the broader aspects of international trade. 

Equally important is knowledge of the value of goods moving between world 
areas and between those same areas and the United States. 

For this purpose the following series of tables has been prepared by the Mari- 
time Administration staff, utilizing data compiled by the United Nations Statis- 
tical Office and by the United States Department of Commerce. 

These tables are for use as basic information in conjunction with overall trade- 
route surveys and for particular application in analyzing individual trade routes. 


Political subdivisions of major trade areas of world trade and foreign trade of 
the United States 
A. Far East (table IT) 
Philippines 
Siam 
French Indochina 
China 
Hong Kong 
Taiwan 
Japan 
Korea 
Manchuria 
U.S. S. R. in Asia 
B. Malaya/Indonesia (table IIT) 
Malayan Union 
Singapore 
Republic of Indonesia (Sumatra, Java, Borneo, Timor, Celebes) 
Portuguese Timor 
Sarawak 
Netherlands New Guinea 
C. Middle East (table IV) 
1. Red Sea area 
Anglo-Egyptian Sudan 
Ethiopia 
Eritrea 
French Somaliland 
British Somaliland 
Yemen 
Aden 
2. Persian Guif area 
Saudi Arabia 
Oman 
Iraq 
Iran 
Kuwait 
Bahrein Island 
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C. Middle East (table IV )—Continued 
3. Indian Ocean area 
Pakistan 
Afghanistan 
India 
Nepal 
Fast Pakistan 
Ceylon 
Burma 
D. Burope/Mediterranean (table V) 
1. United Kingdom and Ireland 
2. Scandinavia/Baltic 
Sweden 
Norway 
Denmark 
Finland 
Estonia 
Latvia 
Lithuania 
Poland and Danzig 
U. 8. S. R. 
3. Atlantic and Central Europe 
Netherlands 
France 
Belgium and Luxembourg 
Germany 
Spain 
Azores 
Portugal 
Gibraltar 
Czechoslovakia 
Switzerland 
4. Southeast Europe/Levant 
Italy 
Turkey 
Syria 
Lebanon 
Transjordan 
Israel 
Yugoslavia 
Albania 
Greece 
Austria 
Rumania 
Bulgaria 
5. North Africa 
French Morocco 
Spanish Morocco 
Tangier 
Algeria 
Tunisia 
Libya 
Egypt 
E. West, south, and east Africa (table VI) 
1. West Africa 
Rio de Oro 
French West Africa 
Portuguese Guinea 
Spanish Guinea 
Liberia 
Gold Coast 
Nigeria 
Cameroons 
French Equatorial Africa 
Belgian Congo 
Angola 
Canary, Cape Verde, Madeira, and Sao Tome Islands 
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E. West, south, and east Africa (table VI )—Continued 
2. South and east Africa 
Southwest Africa 
Union of South Africa 
Mozambique 
Northern Rhodesia 
Southern Rhodesia 
Tanganyika 
Kenya 
Somaliland 
Bechuanaland 
Madagascar 
Mauritius 
Seychelles 
Reunion 

F. Latin America (table VIT) 

1. Mexico 
2. Caribbean (table VIIc) 
a. Central America 
Guatemala 
British Honduras 
El Salvador 
Honduras 
Nicaragua 
Costa, Rica 
Panama 
Canal Zone 
b. Caribbean Islands 
Bahamas 
Cuba 
Jamaica 
Haiti 
Dominican Republic 
Leeward and Windward 
Barbados 
French West Indies 
c. North Coast South America 
Colombia (Caribbean) 
Venezuela 
British Guiana 
Surinam 
French Guiana 
Trinidad and Tobago 
Netherlands Antilles 
3. East Coast South America (table VIIb) 
Brazil 
Uruguay 
-araguay 
Argentina 
4. West Coast South America (table VIIa) 
Colombia (Pacific) 
Ecuador 
Peru 
Bolivia 
Chile 
G. Oceania (table VIII) 
Australia and Tasmania 
New Guinea (Australia) 
New Zealand 
H. Canada (see table I) 
British Columbia 
Great Lakes Canada 


Atlantic Canada (including Nova Scotia, New 


Newfoundland, Miquelon and St. Pierre Islands) 


Brunswick, 


Labrador, 
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Appendix. Definitions of terms used in trade route review reports 


Given below are definitions of terms pertaining to various phases of shipping 
considered in the study of foreign trade routes of the United States. 
Trade route 

A trade route is a specifically designated channel through which the com- 
merce oi the United States flows between a particular United States coastal area 
or areas and a specific foreign coastal area or areas. 


Essential trade route 


A route between ports in a United States coastal area or areas to foreign 
markets which has been determined by the Maritime Administration to be 
essential for the promotion, development, expansion, and maintenance of the 
foreign commerce of the United States. 


Service 

The means of providing transportation over a trade route, including the 
itinerary, sailing frequency, number and type of vessels to be employed. <A 
service may be contained entirely within the limits of a designated trade route, 
as on trade route 31 (United States gulf to west coast South America) with its 
1 service, or as on trade route 29 (California to Far East) with its 2 services. 
On the other hand, a service may extend into other trade routes as is the case 
on trade route 5 (United States North Atlantic to United Kingdom and Ire- 
land) where services provide not only for calls at ports on that route but also 
for calls at ports in Germany and France on trade routes Nos. 7 and 9. 
World trade 

The total exports or imports, expressed in value or volume, moving between 
countries of the world are reflected as total world exports and imports. 

The terms export and import lose their true significance when discussing world 
trade because exports of one country become the imports of another. Therefore, 
either the export or import figures are used in relating world trade comparison 
with respective countries or areas. 

To determine the trade of a particular nation, consideration is given to the 
total imports and exports of that country. 
Subsidized 

This term signifies that service is being provided under an operating-differential 
subsidy contract for United States flag service on an essential United States 
foreign trade route. 
Import or inbound tonnage 


Cargo, including that for transshipment or reexport, loaded at a foreign port 
for discharge at a United States port. 


Export or outbound tonnage 


Cargo, including that for transshipment or reexport, loaded at a United States 
port for discharge at a foreign port. 
Liner, berth, or regular service 

These terms, often used interchangeably, have reference to a service operating 
on a definite, advertised schedule, giving relatively frequent sailings at regular 
intervals between specific United States ports or range and designated foreign 
ports or range. 
Nonliner, irregular, or tramp service 

These terms have reference to operations of ships on an unscheduled basis as 
cargo offers, usually carrying full cargo lots, generally of a single bulk com- 
modity, with no restricted trading limits. 
Dry cargo 


General.—Miscellaneous goods packed in boxes, bags, bales, barrels, crates, 
drums, unboxed or uncrated, accepted and delivered by mark and count. 

Bulk.—Commodities customarily loaded and carried without wrappers or con- 
tainers, and received and delivered without transportation mark or count whether 
such cargo is handled on berth terms, voyage charter, or any other basis. 
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Liquid cargo 


Bulk.—Commodities in liquid form transported in tankers or in deep tanks 
of dry-cargo ships. 
Gross tonnage 

The entire internal cubic capacity of a ship expressed in tons of 100 cubic 
feet to the ton, except for certain spaces such as inner bottom tanks, peak and 
other tanks for water ballast, open forecastle bridge and poop, shelter deck 
spaces, excess of hatchways, certain light and airy spaces, domes and skylights, 
wheelhouse, galley, cabins for passengers, and certain other spaces. 
Deadweight tonnage 

The term “total (vessel) deadweight” is used to express the total weight-carry- 
ing capacity of a ship, including cargo, fuel oil, fresh-water stores, crew, etc. 
“Cargo deadweight” is used to express the cargo-carrying capacity of the ship. 

The terms “vessel stowage factor” and “commodity stowage factor” are used to 
express the relationship of ship space to cargo weight. 

In order to make this clear, the following example, using the weights with re- 
spect to a typical freighter together with supplemental definitions, is presented : 


Displacement, loaded (10,500 tons) 

This is the weight, in tons of 2,240 pounds, of a vessel including cargo, 
passengers, fuel, water, stores, dunnage, and other items necessary for use on a 
voyage, which brings the vessel down to its maximum permissible draft. 
Displacement, light (3,290 tons) 

This is the weight, in tons of 2,240 pounds, of the vessel excluding cargo, pas- 
sengers, fuel, water, stores, dunnage, and other items necessary for use on a 
voyage. 

Total (vessel) deadweight (7,210 tons) 

The difference between displacement loaded and displacement light equals the 
total weight carrying capacity of the ship. It is expressed in tons of 2,240 pounds 
and is always greater than cargo deadweight. 

Fuel, water, stores, ete. (1,210 tons) 


These items vary according to type of vessel, length of voyage, and how fre- 
quently bunkered, or supplied with water and stores. 


Cargo deadweight (6,000 tons) 


This is the number of tons of 2,240 pounds which remain after deductjng from 
the vesse) deadweight the weight of fuel, water, stores, and such oti®r items 
necessary for use on a voyage. It represents the total weight of cargo which will 
bring this particular vessel down to its maximum permissible draft. 

Vessel stowage factor 


A figure which represents the number of cubic feet available for stowing 1 
weight ton (2,240 pounds) of cargo on a specified vessel when fully loaded to 
its maximum permissible draft. 


Bale eubice 450,000 


; Cargo stowage factor of 75 cubic fee oY 
Cargo DWT 6.000 g ¢ Cte of io cubie feet per ton 


Commodity-stowage factor 


A figure which represents the number of cubic feet occupied by 1 weight ton 
of a particular commodity, including container. 


Broken stowage 


That portion of the cubic capacity of the vessel which is not used or occupied 
by cargo due to space between and around packages or containers, or is occupied 
by dunnage. Broken stowage varies with the kinds of cargo and for general cargo 
averages about 10 to 15 percent of the space occupied by the cargo. 

A vessel with a bale of 450,000 cubic feet and a cargo deadweight of 6,000 
tons has a vessel-stowage factor of 75. When such a vessel is “full and down,” 


loaded with several commodities, each of which has a different commodity- 
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stowage factor, the commodity-stowage factors weighted by the tonnages of 
the commodities on board will equal the vessel-stowage factor. For example— 


Commodity 
| stowage factor 


. lity Tons of cares Cubic feet 
Commodity ! Ons OF Cargo occupied 


A 5 . beans 135+ 1, 100 149, 500 
B Saalineaiahiat ; ; : és 60 2, 000 120, 000 
Cc oie * 7 37 1, 500 55, 500 
as = : Aa ; SO+ 1, 400 125, 000 

TI inti eetn cis neck palinenis hunts: eee : she 6, 000 450, 000 


1 Including container, 
NoTE.—Weighted average vessel stowage factor=75 cubic feet per ton. 
Grain cubic 
The maximum number of cubic feet of space available on a ship for grain or 


other dry bulk cargo, the measurement being taken to the inside of the shell 
plating of the ship and to the underside of deck plating. 


Bale cubic 
The number of. cubic feet of space on a ship available for baled or packaged 


cargo, the measurement being taken to the inside of the cargo battens, on the 
frames, and to the underside of the beams. 


Weight and measurement ton 


A weight ton is usually the long ton of 2,240 pounds but may also be the metric 
ton of 2,204 pounds or the short ton of 2,000 pounds depending upon the trade 
in which the ship is employed. In the foreign trade of the United States the 
measurement ton is considered to be 40 cubic feet. 

Types of vessels 

Express passenger mail-liners, or superliners.—Example: 8. 8S. United States ; 
designed primarily for carriage of passengers, mails, express goods, and high- 
grade freight with relatively small cargo space, large passenger capacity, and 
extraordinary speed. 

Combination passenger and cargo.—Example: Standard Maritime Administra- 
tion vessels P1, P2, and P3; designed for carriage of pasSengers (in excess of 12) 
and general cargo. 

Carag Example: Maritime Administration vessels C1, C2, C3, C4, EC2, and 
VC2; designed for carriage of general cargo and not more than 12 passengers. 

Refrigerated (reefer) —Example: Maritime Administration vessel design R2; 
a specially constructed vessel, fully refrigerated, for use in the carriage of 
perishable foods. 

Steamship conferences 


Steamship conferences are voluntary associations of ship lines which enter into 
agreements with each other for the primary purpose of establishing rates, fares, 
and practices pertaining to all lines which are members of that conference. 





EMERGENCY SHIP-REPAIR PROGRAM, Fiscar 1955—ReEporr or Work PROGRESS 
THROUGH DECEMBER 31, 1954 


BACKGROUND 


The Maritime Administration is responsible for the repair of all ships in the 
Maritime Administration reserve fleets. 

On May 11, 1954, Senator John Marshall Butler, chairman of the Water Trans- 
portation Subcommittee, delivered a speech on the floor of the Senate during 
which he announced that a public hearing would be held on Wednesday, May 19, 
1954, “looking toward the prompt introduction of a bill to put needed ship-repair 
and ship-conversion work into our withering private yards.” The hearings led 
to the selection by the joint Marad-Navy planning group of a total of 205 ships 
in the reserve fleets as those which would be most urgently needed by the mili- 
tary in the event of total mobilization. Included were 13 special conversions of 
Liberty cargo ships for use by the Navy. This program was estimated to cost 
$45 million. To the best of our knowledge, none of the ships selected had been 
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Porto Alegre 
Roose US COASTAL AREA FOREIGN AREA READE US COASTAL AREA FOREIGN AREA DOE oumee J 
1 Atlontic _ __. East Coast South Americo 17 Ationtic @ Gulf _ Straits Settlements, Netherionds Eos! indves Volporase = Rosano i 
2 Atlantic _____ West Coast South Americo 18 Ationtie @ Guit___ Indio, Persian Gulf & Red Seo ) Buenos Aires RMontevides _(20 
3 ae East Coost Mexico 19 Gulf —_——. Caribbean * f 4) 
. Atlontic __ ____. Caridbeon® 20 SS — Eost Coast South Americo J 
5 North Ationtic United Kingdom 6 Ireiond 21 Guif___ «United Kingdom , Ireland, Bordeoux / Homburg 
6 NortS Ationtic... Scandmewe & Baltic Seo Scondinovio & Baltic Seo } — 
7 North Ationtic____. Germany (North Seo) 22 Gulf ————s j y 
8 North Atlantic Belgium & Netherionds 23 Pocifi¢ ______ Geribbean® LF te 
9 North Ationtic______ Atlantic France & Spain (Vigo to Bilbao) 24 Pocific __ii...__ East Coest South Americo ft} po 
10 North Atlantic Mediterroneon, Biock Seo, Portugal , 25 Pocific___... West Coosts of South America, j { 
Spoin (South of Portugo!) Centro! America & Mexico 
" South Ationtic_____ United Kingdom & trelond, Bordeoux / Homburg, 26A = Pocific _._____§_.- United Kinadom 
Scandinavia & Baltic Seo 266 Pocific _..... Hoevre / Homburg Range 
12 Atlontic ____§______—s* Far East 27 Pocific_ __.__§._§___s Austrolasie 
3 Gulf & S Ationtic ___. Mediterroneon, Biock Seo, Portuge! & Ationtic Spom| 28 Pacific —_ — Strorts Settiements, Netherionds Eost indies, 
14 | = aoe jon 5} west Coast of Atrice india, Persion Gulf @ Red Seo 
1S A Atlontic — South & Eos? Africo & Modagascor ; 2 ER an POE EI 
158 Guif____ South 8 Eos! Atrice @ Modogoscor [= Beereen. whe 
16 Astentic © Gilt. Anwretecie 3 Guit ___.. West Coast South Americo 
* The Caribbean area includes Cuba, other islands of the Caribbean (except Puerto Rico), the East Coast of Central 


America, and the Worth Coast of South America between the Canal Zone and the northern border of Brazil. 
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surveyed at the time of being placed in the reserve fleets at the end of World 
War II. Furthermore, no funds have been available since that time to do such 
work. 


LEGISLATION 


On August 20, 1954, Public Law 608, the Emergency Ship Repair Act of 1954 
passed the 88d Congress, 2d session, and authorized the expenditure of $25 million 
for the purpose of repairing the ships as required to increase their mobilization 
potential and helping to maintain a nucleus of skilled workers in the various 
ship-repair facilities throughout the United States. 


INTENT 


The program has as its purpose two primary objectives: First, to survey and 
make necessary repairs to upgrade the mobilization potential of the program 
ships in our reserve fleets which have not been surveyed since World War II; 
and, second, to provide relief to the ship-repair industry of the United States 
during this critical period and to maintain a nucleus of skilled workers. It 
appeared prudent and to the best interests of the Government to build and/or 
repair ships during slack periods when the work could be accomplished expedi- 
tiously and at a lower overall cost. 

The types of repair not affected were those resulting from action of the ele- 
ments on an inactive ship not preventable by our lay-up preservation methods. 
It was not planned to withdraw from the reserve fleets any ships which had 
been in operation during the past 3 years or which were known to be in good 
condition. It was not the intention to include any repair work to cargo-handling 
equipment, accommodations, or hotel equipment; nor any painting that would 
be subject to rapid deterioration by the elements after return to the reserve fleets. 

Only those repairs were made that would not have to be repeated should the 
ships be withdrawn for reactivation. Only a minimum amount of preservative 
was removed to carry out this objective. 


APPROPRIATION 


The original proposel to repair and convert 205 ships was revised downward 
to cover approximately 50 ships on the basis of the appropriation limiting expendi- 
tures to $12 million. Included in the $12 million appropriation was $150,000, or 
1% percent of the total for administration of the program, but an allotment of 
$350,000 would not have been unreasonable for complete administrative coverage. 

The administration of this program thus far has been possible only because 
we have supplemented additional employees by use of our regular staff working 
under appropriations made for other purposes in the Division of Ship Repair and 
Maintenance, which has resulted in neglecting other work. The initial program 
was based on the repair of approximately 50 ships of unknown condition. As 
the program progressed it became increasingly evident that damage repairs for 
the ships was less than originally contemplated and, as a result, it is expected 
that approximately 70 ships may be repaired under the $12 million appropriation. 
Processing additional ships will require more time and, therefore, more adminis- 
trative funds. 

Unless additional administrative funds become available, we may be in the 
position at the beginning of the fourth quarter of fiscal 1955 of having funds 
for the actual repair of these additional ships but with no administrative funds 
te provide for the necessary inventories, surveys, preparation of repair specifica- 
tions, inspections, etc., required to properly protect the interests of the Govern- 
ment. 


RECAPTURE OF EXCESS PROFITS 


The nattite of this program made it desirable that a provision for recapture 
of excess profits be made a par tof all Marad lump-sum repair contracts awarded. 
This has been done and all invitations to bid and job orders include this provision 
as set out in appendix A. 

All of the contractors work—i. e., all of the repair contractors’ job orders, 
supplemental job orders, and subcontracts subject to the recapture of excess- 
profits provision—which is completed within contractors’ and subcontractors’ 
income taxable year will be grouped for the determination of profit in excess of 
10 percent of the total price of such job orders, supplements, and subcontracts. 
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RENEGOTIATION 


In addition to the provision for recapture of excess profits the Renegotiation 
Act of 1951 as extended by Public Law 764, 83d Congress, 2d session, was in 
effect until such extension expired on December 31, 1954. 


PROCEDURES 


On September 1, 1954, invitations to bid were issued for the first 13 ships to be 
repaired. The invitations were issued to all qualified holders of our master 
lump-sum repair contract having suitable facilities in designated bidding areas. 
The bidding areas selected are as follows: 


Atlantic coast 

1. Portland, Boston, and New York 

2. Philadelphia, Baltimore, and Norfolk 

3. Charleston, Savannah, Jacksonville, and Miami 


Pacific coast 

1. Seattle 

2. Astoria and Portland 
3. San Francisco 

4. San Pedro 


Gulf coast 
1. Houston, Galveston, Beaumont, and Port Arthur 
2. New Orleans, Pascagoula, Mobile, and Tampa 

The initial allocation of ships to various bidding areas was based upon em- 
ployment existing in the ship-repair yards throughout the country as reported 
on March 31, 1954. This method of initial allocation contemplated that 55 per- 
cent of the repair work would be awarded to the Atlantic coast district, 29 per- 
cent to the Pacific coast district, and 16 percent to the gulf-coast district. The 
allocation of work to the various bidding areas was based upon manpower be- 
cause it is not only important to preserve facilities but it is equally, if not more, 
important to preserve the skills necessary in the ship-repair field. It is planned 
at this time to make adjustments as the program progresses to the end that the 
money appropriated will be allocated on the same percentage basis regardless 
of the final number of ships which may be involved. 

Since one feature of the act is to maintain a nucleus of skilled workers in the 
various ship-repair facilities throughout the United States, the ships to be re- 
paired were distributed to the various bidding areas without regard to costs of 
towing from the reserve fleet site to the initial contractor’s plant. It was recog- 
nized at the outset that in some cases towing costs would be considered high. 
However, such procedure was considered essential to permit an equitable dis- 
tribution of the repair work. Within the respective bidding areas, however, 
towing cost differentials were taken into account when bids for other than the 
initial drydocking work were evaluated. 

In evaluating all bids other than those of the first and final specifications, the 
towage differential considered was the cost of towing from the location of the 
ship when bids are invited, to the individual contractor(s) yard(s). 

In evaluating bids for the initial drydock specifications no consideration was 
given to the cost of towing from the reserve fleet to the successful bidder’s yard. 
This initial tow was for the account of the Maritime Administration. 

In evaluating bids for the final specifications prior to the ship’s return to the 
reserve fleet, the towing differential to be considered was the cost of towing 
from the location of the vessel when bids were invited to individual contractor’s 
yard and return to the reserve fleet upon completion of repairs. 

It will be noted that the act provides “that in entering into such contracts 
the Secretary of Commerce shall not alter the present Maritime Administration 
policy of inviting single bids or split bids or both for drydock and nondrydock 
work.” With few exceptions, this provision was carried out by issuing invi- 
tations to bid on the required work in four phases as follows: 


1. Inventory, drydocking, underwater work, and survey 

2. Opening, cleaning, examination, and closing of machinery 
3. Repairs of machinery and equipment 

4, Additional drydocking and underwater work. 


Where is was considered advantageous to the Government, two or more work 
phases were combined into a single specification for bidding purposes. An ex- 





ah, th at 


| D1 cre tO 


es 


+ 


Ss SPO TE 


MARITIME ADMINISTRATION AND FEDERAL MARITIME BOARD 327 


ample is where work was awarded in the Portland, Oreg., area where munici- 
pally owned drydocks are available to all qualified contractors. 


SCHEDULES 


Appendix B includes the expanded program covering 70 ships, brought about 
because of the fact that most of the ships withdrawn from the fleets thus far 
have been in better condition than originally expected. 


PROGRESS 


Appendix C is a complete abstract of bid contract awards to date plus nego- 
tiated supplementary work items and other expenses such as costs of Govern- 
ment furnished material required for the repair of ships. 

Several factors have tended to slow up progress of this program. These are 
indicated below as they have affected the three major repair areas of the program. 
Atlantic coast 

1. Hurricane Hazel, which swept over the eastern section of the country on 
October 15, 1954, and subsequent dates, caused considerable disruption in the 
movement of ships from the James River reserve fleet and damaged six of the 
ships so far withdrawn; however, all damage to ships scheduled for withdrawal 
will not be known until surveys now underway have been completed. The delay 
at the James River reserve fleet and estimated cost to repair damage known at 
this time follows: 


. Estimated 

Ship Type aa cost of dam- 

repairs 
1. Marine Raven ; a C4-S-B2 5l $6, 094 
2. Kings Pointer S4-SE2-BEl1 20) 10, 223 
3. Ostara S4-SE2-BE1 28 109, 247 
4. Black Rock. _- V4-M-Al ; 17 15, 286 
5. Theodore Roosevelt EC2-S-Cl 24 No damage 
6. General G. O. Squier C4-S-Al 35 32, 000 
7. Artemis S4-SE2-BE1 24 No damage 
8. Polana S4-SE2-BE1_. No delay 33, 343 


2. The SS. Matthew Lyon, a Liberty-type cargo ship converted to a Navy AKN 
type during World War II, carried the name U. 8. 8. Zebra. This ship, having 
been included in the original 205 selected by the Marad-Navy Planning Group 
for repair in the emergency ship repair program, was withdrawn from our 
James River reserve fleet December 17, 1954, towed to the shipyard of the 
Maryland Drydock Co., Baltimore, Md., for phase 1 work (inventory, drydocking, 
routine underwater work, and survey). 

A survey of the ship on drydock and afloat revealed that it was severely 
hogged and twisted, with a maximum vertical deflection of the bottom of 19% 
inches and a horizontal deflection of 18 inches. On the basis of preliminary 
specifications our Office of Ship Construction and Repair has estimated that an 
expenditure of $400,000 would be required for corrective repairs and machinery 
survey. In addition to this known expenditure there will be the costs of realining 
machinery and line shafting, and repairs to boilers and machinery found 
necessary during routine machinery survey. 

As soon as possible after the ship’s condition was known a communication was 
addressed to the Department of the Navy recommending that the ship be declared 
nonessential for mobilization purposes, and available for disposal as serap. 
While awaiting a reply the Matthew Lyon has been returned to the James River 
reserve fleet to minimize further custodial expenditures. 

Pacific coast 

During the month of November it became evident that many of the ship-repair 
yards on the Pacific coast were becoming increasingly busy with the ship-repair 
work, resulting from repair contracts awarded by the Navy, private interests, 
and for the energency ship repair program. This condition was particularly 
pronounced in the Portland, Oreg., area and not only caused a slowdown in the 
program but made it increasingly difficult to obtain reasonable bid prices from 
contractors in that location. 
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Our Pacific coast director reported that— 






“1. The picture at Seattle indicates a semipeak load activity in the port 
of Seattle, where regularly employed men in the ship-repair industry will 
have sufficient employment through December and well into January. If 
the Navy awards some of the jobs that they are now considering, the 
situation will be rather acute in the Puget Sound area. 

“2. At Portland, Oreg., conditions are quite similar to Seattle. 

“3. At San Francisco, Calif., the situation is almost as tight as the 
other two ports. The MSTS advise us that they have projected 3 large 
repair jobs for the balance of November costing about $240,000 ; 10 repair jobs 
in December totaling about $395,000; and 6 sizable jobs in January. This 
totals 19 vessels in about 24% months that they know of, or a total estimate 
of $931,000. While the vessels shown are against the months mentioned, 
this only reflects the starting time, as the actual work will extend through 
clear into February. Most of these vessels will drydock, complete annual 
inspection and voyage repairs, and two of the vessels cover deactivation work. 

“4. At San Pedro, Calif., MSTS advise that 2 repair jobs are scheduled 
for completion in December at the Bethlehem yard and 1 at the Todds yard. 
In addition MSTS are scheduling two new jobs of fairly large proportions to 
be awarded in December with others scheduled in the new year. The Navy 
advise that approximately 20 vessels of various sizes of larger than LSM’s 
will be overhauled in the Los Angeles Harbor area in December and January. 
Kighty percent of these vessels are to be drydocked. There is a possibility 
of 3 additional vessels being allocated to commercial shipyards by the Navy 
Department because of urgent need for docking. 

“D>. From a review of the foregoing, and additional details that we have 
developed that are not included in this letter because of the length thereof, 
it is apparent to us here on the west coast that we should carefully examine 
every factor before we proceed with the withdrawal of additional vessels 
from our reserve fleets, as it is apparent that for the next few weeks each 
of our four primary port areas will have a fairly large volume of ship 
repair and conversion work going on, whereby the utmost utilization can be 
expected from all available and technical and mechanical help that ordinarily 
are employed in such plants. 

“We are definitely of the opinion that much higher prices can be expected 
in San Francisco and Los Angeles Harbor, and undoubtedly in the Puget 
Sound area during the month of December on the basis of the workload 
already known in those areas taken together with the holiday season.” 

As a result of the above-reported conditions the scheduling on the west 


coast was rearranged to postpone the withdrawal of some of the ships. 


Gulf coast 


Fairly normal conditions have prevailed on the guif coast. Some delay in 


surveying and attending ships, resulting from the shortage of maritime marine 
surveyors, has been noticeable; however, this delay is not considered serious 
in connection with this program. 


Bids covering 4 ships on the Atlantic coast, 3 on the Pacific coast, and 1 on 


the gulf coast were rejected as being excessive. These were readvertised or 
negotiated as follows: 


ATLANTIC COAST 





Ship Re- , 
eae ; Work | Rairand | Rejected | Award | Price re- 
Ship Port phase | ee, bid price | duction 
| mate 
Ro cdacteeucee ton i... 2 | $29,390 | $34,827 | $24, 900 | $9, 927 
TIES on icc cnannin wane SDD ciedien dias 2 | 135,807 | 145,000 | 140,000 5, 000 
Gen. G. O. Squier........| Baltimore_.......--.-.-- 2 | 24,804 | 37,000 | 35,500 | 1, 500 
eek ROOk.........-. 2.6 dt 4 1, 521 


15,511 | 20,032 | 18,511 








Marine Devil_......-.-.-- a | 1 | $23,190 | $23, 926 1 $18, 000 $5, 926 
SEO ELEIEEA San Francisco--.-.-......-- 1 | 19, 572 24,316 | 119,026 5, 292 
Sylvania..........-...-.-- PONE co cenciecsinees 34| 31,611 | 45,413 | 236, 000 9, 413 
41, 024 | 
| ' 


1 Negotiated with low bidder. 


2 Negotiated with 2d low bidder. 
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GULF COAST 


Lumen......- _..| Galveston... fe ie l $22, 745 $29, 800 $19, 820 $9, 980 


23, 980 


As a result of the foregoing, total price reductions in the amount of $48,559 
were realized on these 8 ships or approximately 16 percent of the awards. 


PRICE TRENDS 


The impact of repair contracts awarded by the Navy, private industry, and 
the Maritime Administration resulted in obvious upward trends in bids received 
from certain bidding areas with particular reference to those on the Pacific 
coast where most of the yards enjoyed the advantage of building up a consider- 
able backlog of work. 


EMPLOYMENT TRENDS 


The same surge of work stemming from Government and private industry 
has not only had the desired effect of maintaining employment in the ship- 
repair plants throughout the country, but in some cases has helped to increase 
that employment considerably. The following tabulation indicates average 
quarterly overall employment prior to and during this program: 


1954 
Mar. 31 June 30 Sept. 30 Dee, 31 
Reported by the S. C. of A.!. ‘ 30, 498 27, 291 25, 718 
Ship Repair and Maintenance holders of master repair 
contracts wth . t bétiolidandes 26, 630 25, 317 32, 922 34, 090 


1 Includes Great Lakes area 
2 Not available. 


SUMMARY 


In summary it will be seen that the Maritime Administration lost no time 
in activating Public Law 608, 83d Congress, 2d session, and that no major 
changes in basic administrative concepts have been necessary. 

The program for fiscal 1955 is now approximately 50 percent completed. 
This progress has been made with a minimum amount of friction between the 
industry and the Maritime Administration. 

Appendix B indicates the general scope of the program, the types of ships 
that have been and are being repaired, and the bidding areas to which such 
ships are assigned. 

Appendix C shows that contract awards have been made at prices that were 
reasonable in most cases. This tabulation does not show towing and incidental 
expense, the cost of represervation, and administrative expense. Taking these 
factors into consideration it is estimated that obligated costs to the Government 
up to and including December 31, 1954, will be approximately as follows: 

Repair and conversion of ships_- 
Towing and incidentals 
Represervation__-_ 


ilies encamped __-. $1, 972, 081 
See eee aa ee 420, 000 





Nias aulicdneeemiinatn tesiatntes atin toes epeaisien dase abliasaaiaearbaaceschinin eas 140, 000 
nn 120, 000 
Central procurement of repair material and spare parts_____- laa 31, 281 





i clas eee ase aliasi es aan aaa ea aren scar ate 0 aks ‘ 2, 683, 362 
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APPENDIX A 
AMENDMENT TO THE MARAD LUMPSUMREP CONTRACT 


REPORT OF COST EXCESS PROFITS—SUBCON TRACTORS 


(a) In the event any work is awarded subject to the provisions of this article, 
the contractor agrees that as to job order covering such work, and the supple 
mental job orders thereto 

(i) To make a report under oath to the Administration upon the com- 
pletion of the work awarded subject to the provisions of this article, as 
modified by all change orders in connection with such awarded work, setting 
forth in the form prescribed by the Administration the total contract price 
of such work, as modified by the applicable change orders, if any, the total 
cost of performing such work, as modified, the amount of the contractor's 
overhead charged to such cost, the net profit and the percentage such net 
profit bears to said contract price, or said modified contract price, and such 
other information as the Administration shall prescribe. 

(ii) To pay to the Administration profit, as shall be determined by the 
Administration, in excess of 10 percent of the total contract price or said 
modified contract price, covering work subject to the provisions of this 
article or work under subcontracts for work subject to provisions substan- 
tially the same as set out in this article under other lump-sum ship-repair 
contracts of the Administration, as is completed by the contractor within the 
income taxable year, which such amount or amounts shall become the sole 
property of the United States; provided, however, that if there is a net loss 
on all such work or subcontract work such net loss shall be allowed as a 
credit in determining the excess profit, if any, for the next succeeding income 
taxable year provided, that if such amount is not voluntarily paid, the 
Administration shall determine the amount of such excess profit and collect 
it in the same manner that other debts due the United States may be 
collected. 

(iii) To make no subdivisions of a job order or suppplemental job order 
subject to the provisions of this article or any subcontract for work subject 
to the provisions of this article for the purpose of evading the provisions 
of this article, and any subdivisions of such job order or supplement job 
order or subcontract in excess of $10,000 shall be subject to the conditions 
prescribed in this article. 

(iv) That the books, files, and all other records of the contractor, or any 
holding, subsidiary, affiliated, or associated company, shall at all times be 
subject to inspection and audit by any person designated by the Adminis- 
tration, and the premises, including the vessel, of the contractor, shall at all 
times be subject to inspection by the representatives of the Administration. 

(v) The amount of profit derived by the contractor from the performance 
of the work covered hereby shall be determined by the Administration in 
accordance with the Regulations Prescribing Method of Determining Profit, 
as revised by the Federal Maritime Board and Administration, United States 
Department of Commerce, July 21, 1952, including all amendments through 
July 29, 1954. 

(b) The contractor further agrees to include in its subcontracts for work or 
materials required for a job order, or supplemental job orders thereto, subject to 
the provisions of this article, the agreement that such subcontractor shall pay to 
the Administration excess profit in accordance with provisions of paragraph (a) 
above, in the event such subcontract, as may be modified, is in excess of $10,000, 
and the agreement that the subcontractor agrees that all of its subcontracts 
with the contractor for the same article or articles, as defined in said regulations, 
required for a job order or supplemental job orders thereto, subject to the provi- 
sions of this article, shall be deemed to be a single subcontract for the purposes 
of its agreement to pay excess profit. 
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APPENDIX B 


Schedule of withdrawal from fleets, first 13 ships—Issue invitations to bid on 
or before Sept. 1, 1954 


ATLANTIC COAST DISTRICT—8 SHIPS 


| | 
item | . 
Ni Name of ship | Design Fleet Bidding area assigned 
) i 


] Allendalk VC2-S-AP5 James River | 

2) Attala VC2-S-AP5 do ‘ = 

3 Audubon VC2-S-AP5 do shag Boston and New 
+ | Bandera VC2-S-AP5 do a 

5 | Beckham VC5-S-AP5 do } 

6 Appling S4-SE2-BD1 lo (Philadelphia, Baltimore, ind 
7 Cortland 84-SE2-BPD1 lo { Norfolk 

8 Lacer S4-SE2-BEl1 do Charleston, Savannah, Jackson- 


ville, and Miami.! 


PACIFIC COAST DISTRICT—4 SHIPS 


1 | Clarendon | S4-SE2-BD1 Olympia Seattle 
2 | Sylvania S4-SE2-BEi Astoria Astoria,' Portland 
3 | Pitt VC2-S-AP5 Suisun Bay San Francisco 
$ Cubits Gap V4-M-Al do San Pedro 
GULF COAST DISTRICT—1 SHIP 
1 | Aurelia 84-SE2-BE1 Mobile New Orleans, Pascagoula,! 


Mobile, and 7 impa 
Indicates no drydock available. 


Schedule of withdrawal from fleets, 15 ships—Issue invitations to bid on or 
before Oct. 27, 1954 


ALTANTIC COAST DISTRICT—7 SHIPS 


Item 


No. Name of ship Design Fleet Bidding area assigned 
1 | Artemis 84-SE2-BEl1 James River . 3 Saun 
9 | Black Rock V4-M_Al do lk = ut Boston, and New 
3. Kings Pointer S4-SE2-BE1 ; do = 
4 Gen. G. O. Squier C4-S-Al do int : 4 
5 | Thasdied Roossveli EC2-S-CI(AKN) an lt pers —_ Baltimore, and 
6 | Marine-Raven C4-S-B2 ; : do | Norfolk. 
7 | Ostara ‘ 84-SE2-BE1__- ‘ do ; Charleston, Savannah, Jackson- 
villé, and Miami.! 
PACIFIC COAST DISTRICT—5 SHIPS 
1 | Feland . P1-S2-L2 Olympia i Seattle. 
2 | Wood Island : .| V4-M-Al Astoria 5 Astoria,! Portland. 
3 | Marine Dragon C4-S-B2 Suisun Bay EE 
4 | Audrain S4-SE2-BD1 ae et pSan Francisco. 
5 | Marine Devil C4-S-B2 : c do San Pedro 
GULF COAST DISTRICT—3 SHIPS 
1 | Lumen... a _... 84-SE2-BEl1 ; Beaumont Houston, Galveston, Beaumont, 
and Port Arthur.! 
iy eee V4-M-Al ; Mobile \New Orleans, Pascagoula,' 
3 | Birgit ; aaa 84-SE2-BE1 , do f Mobile, and Tampa. 


1 Indicates no drydock available. 
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Schedule of withdrawal from fleets, 


about 


15 ships—issue invitations to bid on or 
Jan, 3, 1955 


ATLANTIC COAST DISTRICT—8 SHIPS 








_ Name of ship Design Fleet Bidding area assigned 

1 Doyen. P1-S2-L2 Hudson River 
2\ Circe Si-SE2-BE1 do - > : - 

3 | Bergen VC2-S-AP5 James River Portland,’ Boston, and New 
4 Collingsworth VC2-S-AP5 do York. 
5 | J. Fred Essar EC2-S-Ci (AKN d ; 
5 | bhateew Pe. Rosen Ani: = |Philadelphia, Baltimore, and 
7 S4-SF2-BD1 do { Norfolk. 
8 S4-SE2-BE]1 en. Charleston, Savannah, Jackson- 

ville, and Miami,! 
PACIFIC COAST DISTRICT—4 SHIPS 
1 | Sidonia S4-SE2-BE1 Olympia. Seattle. 
2 Sarita S4-SE2-BE1 Suisun Bay -- lew : 
3 | Scania S4-SE2-BE1 do pSOR ETANGSCO 
} Marine Cardinal C4-S-A3 do San Pedro. 
GULF COAST DISTRICT—3 SHIPS 

1 | Medea. S4-SE2-BF1 Beaumont Houston, Galveston, Beaumont, 

| snd Port Arthur.! 
2| Corvus S4-SE2-BE1 do {New Orleans, Pascagoula,! Mo- 
3 | Bald Head V4-M-Al Mobile { bile, and Tampa. 
Indicates no drydock available. 


Schedule of withdrawal from fleets, 


about 


ATLANTIC COA 


14 ships—Issue invitations to bid on-or 
Mar. 1, 1955 


ST DISTRICT—8 SHIPS 


— Name of ship Design Fleet Bidding area assigned 

1 | John Stevenson EC2-S am (Con) Hudson River 

2; Darke VC2-S-AP5 James River Pp A ee 
Drew VC2-S-AP ; do rs enn Boston, and New 

{| Eastland VC2-S-AP5 do , 

5 | Arthur M. Huddell FE C2-S-2: 2a (C on) do i 

6 | Gen. J. R. Brooke C4 S-Al do | Philadelphia, Baltimore, and 

7 | Fillmor S4-SE2-BD1 do 

8 | William R. Cox E c 2-S-C1 (AKN) do Charleston, Savannah, Jackson- 


PACIFIC COAST DISTRICT 


1 | Crenshaw 84-SE2-BD1 


2} Aransas Pass V4-M-Al 
3 | Marine Fox C4-S- B2 
4 | Athene , 84-SE2-BE1 


GULF COAST 


1 | Bodie Island 


2 | Dry Tortugas. 


V4-M-Al 


1 Indicates no drydock available. 


ville, and Miami.! 


4 SHIPS 


Olympia. 

Astoria Astoria,! Portland. 

Suisun Bay. San Francisco. 
do_. San Pedro. 


Seattle. 


DISTRICT—2 SHIPS 


Mobile Houston, Galveston, Beaumont, 
and Port Arthur.! 
do New Orleans, Pascagoula,! Mo- 


bile, and Tampa. 


Es 


, 
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Schedule of withdrawal from fleets, 13 ships—Issue invitations to bid on or 
about May 2, 1955 


ATLANTIC COAST DISTRICT—8 SHIPS 





Item Name of ship Design Fleet Bidding area assigned 
No. I 
1 | Freestone VC2-S-AP5 james River 7 
2 Ge sper VC2-S-AP5 Port land, ! Boston, and New 
3 | Granville._._. VC2-S-AP5... ‘ do socuif “SOK, 
4 | Geneva... | S4-SE2-BD1 do J 
5 | Hendry... VC2-S-AP5 do ) see 
6 Karnes..-- VC2-S AP5 do \P Nor phe, Baltimore, and 
7 | Kingsbury-. VC2-S-AP5-_.. do { 
8 | Cottle....- VC2-S-AP5 do Charleston, Savannah, Jackson- 


’ ie », and Miami.! 
PACIFIC COAST DISTRICT—3 SHIPS 


1 | Jupiter Inlet V4-M-Al Astoria Astoria,! Portland 
2 | Marine Panther C4-S-B2 Suisun Bay San Francisco. 
3 | Marine Wolf C4-S-B2 do San Pedro 


GULF COAST DISTRICT—2 SHIPS 


1 | Fire Island V4-M-Al.____..___.| Mobile Houston, Galveston, Beaumont, 
and Port Arthur.! 
2 | Point Sur : V4-M-Al do New Orleans, Pascagoula,! Mo- 


bile, and Tampa. 


! Indicates no drydock available. 


Status of ship repairs as of Dec. 81, 1954—Recapitulation 


Contract MA fur- Comiieted Expenditures 

District total, nished shins. total total, 
Dee. 31, 1954 material _" Dec. 31, 1954 
4 tlantic coast nmi maee ts ‘ $1, 051, 819 $20, 623 $509, 985 $1, 072, 442 
yo Ol a ae shane meas 632, 848 30, 551 397, 940 653, 399 
CT RS a dS mete dsiekeetwe ‘ eee 229, 582 6, 658 97, 864 236, 240 
Washington procurement. .-_-------- baw : 31, , 231 31, 281 
Total___-- mipneiie ~ae es 1, 91 4, 249 89, 11: 3 1, 005, 789 2,0 003, 362 
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REPORT ON LIBERTY Srp CONVERSION AND ENGINE Im} ‘OVEMENT PROGRAM 


BACKGROUND 


The problem of improving the quality of the United States defense reserve 
fleet so that it might fulfill its purpose of providing a suitable stockpile of defense 
shipping has been one of ins reasing concern to the Department of D ‘fense and 
to the Maritime Administration. The rapid improvements made in the tech- 
niques of unders ea warfare in recent years have made the speed deficiency of the 
Liberty ships especially significant. 

It has been pointed out in various documents of the Department of Defense 
that existing Ships which are incapable of operating with Sustained sea speeds 
of 15 knots Should not be considered as suitable for logistical] support. This 
presents a serious problem with respect to providing Ships from our defense 
reserves since over 85 percent of the defense reserve fleet is composed of 10-knot 
Liberty ships. In late November and early December 1953, the Maritime Admin- 
istration conducted a reexamination of the mob lization programs then in exist- 
ence to determine which, if any, required immediate attention, It was decided 
that an intensive effort should be made to make the Liberty ship segment of the 
reserve fleet capable of meeting current defense needs. 

A careful Study of information and records available, the reserve fleet require- 
ments submitted by the Joint Chiefs of Staff, and the practical considerations 
involving structural characteristics, speed of conversion in time of emergency, 
optimum use of manpower, availability of ships’ powerplants. and the remaining 
useful life in the existing Liberty ships lead to the conclusion that experimenta- 
tion should be initiated which would determine just what was needed to improve 
the speed of the existing Libertys. It also became apparent from the investiga- 
tions that extensive alterations should be made to the cargo-handling gear of 
the Liberty Ships in order to make them suitable for the handling of current 
military supply, and to increase their effectiveness by improving their cargo- 
handling characteristics, After considering all aspects of the problem, the best 
plan arrived at was to repower them sulliciently to provide a sustained sea speed 
of 15 knots with a minimum of hull alterations and the least number of struc- 
tural and machinery changes. This decision Seeined to be the only way 
the conflicting expert opinions. 

In January 1954. a Liberty ship model was towed at the David Taylor Model 
Basin. The results of these tank tests supported the above decision and indi- 
cated that there was an excellent prospect for driving the Liberty ship, with 
minimum changes, at a sustained 15-knot speed using 6,000 shaft horsepower, 
The 6,000 shaft horsepower appeared to present the most practical solution for 
utilization of available powerplants and for the existing Spaces. It is also the 
maximum power to expect from the existing boilers properly modified. This 
power would permit the use of Victory ships’ turbines, a number of which were 
available from existing warehouse stock. This is also a Standard-type design 
readily available from the major turbine and gear manufacturers in the country. 

Alternate sources of powerplants for this program were sought from mobiliza- 
tion industrial planning froups. It was determined that maximum use should 
be made of existing industria] capacity for adaptation in any alternate Liberty 
ship reengining program. Investigations indicated that there was considerable 
industrial capacity already “tooled up” which could produce diese] engines suit- 
able for a Liberty ship conversion program. The £as-turbine field was 
to the Maritime Administration and was currently producing machines in the 
desired 6,000 horsepower Class. Investigations indicated further that it would 
be desirable to determine the effect of changes in the hull lines of the existing 
Liberty ship to improve its Sea-keeping qualities and to achieve the minimum 
15-knot desired speed with the alternate powerplant schemes, [ft was decided 
that all conversions should have minimum modifications consistent with desired 
service and that all the converted Ships should be tested and operated experi- 
mentally. 

Based on the foregoing evaluations, a program calling for the conversion of 
four Liberty Ships to test the feasibility of upgrading this segment of the defense 
reserve fleet and at the Same time to promote development of new types of pro- 
pulsion and cargo-handling gear was approved by the Maritime Administrator 
in January 1954. This program was concurred in by the Chief of Naval Opera- 
tions in his letter dated January 28, 1954. 
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INTENT 


The purpose of the Liberty ship conversion and engine improvement program 
nay be summed up as follows: 

First of all it will permit the Maritime Administration to evaluate the possi- 
bility of upzrading the vast numbers of Liberty ships which are now available 
in our reserve fleets. These are slow speed 10-knot ships, and while many will 
he serviceable at 10 knots, the demands of modern warfare require that any 
ship should have a speed of at least 15 knots. 

The secondary purpose of the program is to assist the American merchant 
marine in the comparison of these new types of propulsion plants with those 
already in existence and in the development of new propulsion plants. It is 
intended that these new engine propulsion plants will not only result in improved 
fuel economy but also in lower maintenance, replacement, and operating costs. 

The third purpose of the program is to investigate the possibilities of improv- 
ing the standard cargo-handling techniques in existence which will permit a reduc- 
tion of inport time for our cargo ships. 

The fourth value of this program is to investigate in actual operation the sea- 
keeping characteristics of the Liberty ships, with and without the lengthened 
bow, when operating at increased speeds. 

In order to secure maximum information and results, it was decided that 
experimental-type conversions should be substantially as follows: 

1. One minimum Liberty conversion without bow change, employing existing 
boilers, but with new superheaters, existing pumps, modified condensers, and 
new steam turbine and reduction gear, should be made. The retention of the 
existing bow would give an opportunity of actually investigating the strength, 
speed characteristics, and seakindliness of our existing Liberty ships when in- 
creasing the horsepower from 2,500 indicated horsepower to 6,000 shaft horse- 
power. Modifications will be made to the cargo gear to facilitate carrying mili- 
tary cargoes in accordance with requirements set up by the Military Sea Trans- 
portation Service. 

2. The second conversion will increase the length of bow to provide sea-keeping 
qualities that will definitely assure the minimum 15-knot sustained sea speed. 
The ship would be reengined with geared diesel engines and fitted out with experi- 
mental cargo-handling gear incorporating cranes. 

3. The third conversion will also increase the length of bow and will employ 
an open-eyele gas-turbine propulsion unit with a controllable pitch propeller. 
‘The existing cargo gear will be retained. 

4. The fourth Liberty ship conversion will increase length of bow and will be 
fitted out with a free-piston generator type of gas-turbine propulsion unit. Again, 
the existing cargo gear will be retained. It should be noted that the original 
conversion plans for the fourth ship contemplated the installation of a multiple- 
engine diesel electric propulsion plant. Based on the extremely eneouraging re- 
sponse from the industry on gas turbines and the potential value of such units, 
and since the application of a diesel electric plant was the most complex of those 
proposed for these four conversions, it was ultimately considered advantageous 
to adopt the installation of a second gas-turbine unit. 


LEGISLATION 


The request for funds for the Liberty ship conversion and engine-improvement 
program was presented to Congress in a supplemental budget request dated 
March 4, 1954, and funds totaling $11,100,000 were appropriated for this program 
under Public Law 663, 83d Congress, dated August 26, 1954. 

The amount of funds originally requested was based on estimates of a very 
general nature. The Office of Ship Construction and Repair is presently keep- 
ing these conversion projects within budget limitations; however, any develop- 
ment program may encounter unforeseen items that may exceed established 
allocations. 


PROGRESS 
The Liberty ship conversion and engine-improvement program is now well 


under way. Several contracts have been awarded and considerable progress is 
evident, all of which are the subject of this report. 


Steam-turbine conversion 


The Office of Ship Construction and Repair, Maritime Administration, pre- 
pared contract plans and specifications which permitted this eonversion to be 
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advertised for bids on August 30, 1954, 4 days after funds were appropriated. 
Bids were received from the following bidders and opened on October 19, 1954. 

Name of shipyard imount of bid 
Alabama Dry Dock & Shipbuilding Co., Mobile, Ala__---- $1, 609, 645 
Rethlehem Steel Co., New York, N. Y---..-..---~--- . mi 1, 100, 000 


Bethlehem Pacific Coast Steel Corp., San Francisco, Calif____- . 1,551,000 
Ira S. Bushey & Sons, Inc., Brooklyn, N. Y----------- mistwinncneus' dp Cee ae 
The Maryland Drydock Co., Baltimore, Md_------------ . 1,199,109 
Merrill-Stevens Dry Dock & Repair Co., Jacksonville, Fla a 1, 4 v7, T75 
Moore Dry Dock Co., Oakland, Calif 2 . iilladeciiaidonsiaiad 5 , 000 
Northwest Marine Iron Works, Portland. Oreg. gs hee lk tae a” # 269, 523 


Puget Sound Bridge & Dredging Co., Seattle, Wash 2, 447, 
Sun Shipbuilding & Dry Dock Co., Chester, Pa 

Todd Shipyards Corp., Los Angeles division, San Pedro, Calif 
Todd Johnson Dry Dock, Inc., New Orleans, La 

Todd Shipyards Corp., New York, N. Y 

Todd Shipyards Corp., Galveston division, Galveston, Tex 
Willamette Iron & Steel Co., Portland, Oreg_ 


1 Low bidder. 


~- 727 
1, 949, 309 

1, 385, 562 
1, 171, 961 
1, 134, 160 
1, 147, 622 
1, 973. 000 


Award of contract was made to the low evaluated bidder, Ira S. Bushey & Sons, 
Inc., Brooklyn, N. Y., on October 29, 1954, for a-contract price of $1,079,000, with 
a time delivery of 240 calendar days. The steamship Benjamin Chew, MCE 5 
arrived at the yard December 1, 1954, and the physical work was immediately 
started. The steam turbine and gears to be used have been supplied from our 
warehouses as an example of what could be accomplished by taking turbines and 
gears from existing stockpiles. Therefore, bid price does not reflect cost of a 
conversion if undertaken on a large scale. 

As previously mentioned, the hull of this ship is not to be lengthened in order 
that we could actually investigate the strength of speed characteristics of our 
existing Liberty ships at sea with the horsepower increased from 2,500 indicated 
horsepower to 6,000 shaft horsepower. The cargo-handling gear has been 
revamped in that we are installing cargo-handling gear following recommenda- 
tions of the Military Sea Transportation Service insofar as budget limitations 
allow. These modifications include increasing 5-ton booms to 10 tons, adding 2 
additional 10-ton booms for No. 2 hatch, replacing the existing 50-ton boom with 
60-ton boom, providing winches for topping loads under power and installing 
portable ‘tween decks in No. 2 hold for carrying rolling equipment. 

In this ship with no change in the basic hull form, special instrumentation 
will be provided to record data on sea conditions and ship responses for direct 
comparison with one of the other ships in the program with a longer, finer bow 
form with identical instrumentation. This variation in hull form was planned 
as a means of obtaining quantitative full-scale information on the sea-keeping 
performance of the two conversion types. Upon the outcome may depend the 
decision as to the extent of hull conversion necessary to increase the Liberty’s 
potential in time of war. 

Attachment “A” is a profile sketch of the ship which schematically indicates 
the general extent of the hull and cargo gear changes. 

Diesel conversion 


The Office of Ship Construction and Repair, Maritime Administration, also 
prepared contract plans and specifications for the second Liberty ship to be 
converted with diesel propulsion. This conversion was advertised for bids on 
August 30, 1954, 4 days after funds were appropriated. The resulting bids were 
received from the following bidders and opened on October 19, 1954: 


Vame of shipyard {mount of hid 


Alabama Dry Dock & Shipbuilding Co., Mobile, Ala $4, 412, 957 
Bethlehem Steel Co., Baltimore, Md *2. O70, 000 
Bethlehem Pacitie C ‘oast Steel Corp., San Francisco, Calif 3, 002, 100 
The Maryland Drydock Co., altimore, Md_ ; mam ep eke OED 
Moore Dry Dock Co., Oakland, Calif_ ; 3, 850, 000 
Newport News Shipbuilding & Dry Docks Co., Newport | News, Va 3, 570, 000 
Northwest Marine Iron Works, Portland, Oreg e . 5, 453, 918 
Puget Sound Bridge & Dredging Co., Seattle, Wash 4, 733, T0O8 
Sun Shipbuilding & Dry Dock Co., Chester, Pa : >, 417, 491 
Todd Shipyards Corp., New York, N. Y 3, 316, 820 
Todd Shipyards Corp., Galveston division, Galveston, Tex 3, 134, 129 


1 Low bidder 
Excluding cost of cargo gear. 
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Award of contract was made to the low bidder, Bethlehem Steel Co., Key 
Highway plant, Baltimore, Md., on October 29, 1954, for a contract price of 
$3,070,000, with a time of delivery of 360 calendar days. The steamship 7homas 
Velson, MCE 30, arrived at the shipyard on November 15, 1954, and work was 
immediately begun on inventory and removals. 

The present bow on this ship will be cut off about 110 feet aft and a new bow 
with finer lines installed which will result in an overall increase of 25 feet in 
length. This has been done in order to improve the sea-keeping qualities of 
the Liberty ship and will, in comparison with unmodified conversion, indicate 
the most desirable hull form for future conversions. 

All of the present propulsion equipment will be removed and 2 Baldwin-Lima- 
Hamilton 3,000 horsepower diesel engines driving through a reduction gear will 
be installed. These engines have been guaranteed to burn bunker C fuel, the 
most economical fuel available in world ports. 

This conversion will also incorporate an experimental cargo gear which, in 
general, will consist of 3 athwartship positionable cranes forward and 2 
longitudinally moving cranes aft. Quick opening hatch covers will also be pro- 
vided. It is accepted that the first cost of this large scale installation is high, 
but the rigging time and maintenance costs in actual service will provide an 
overall economy, upon which information future installations of cargo gear may 
be evaluated. 

In this conversion the Marijime Administration set up only performance 
specifications for both the propulsion plant and the cargo gear, and it is the re- 
sponsibility of the industry to meet these performance requirements in the best 
manner possible. Attachment “B” schematically indicates in general the extent 
of the hull and cargo gear changes for this conversion. 


Engine-improvement program 


On February 15, 1954, directly after the Maritime Administrator approved 
the conversion program, inquiries were sent to leading heavy equipment manu- 
facturers throughout the United States requesting proposals for furnishing a gas 
turbine power propulsion plan for the reengining of Liberty ships. The manu- 
tacturers were given complete engineering latitude in developing these proposals 
subject to meeting certain basic operational concepts. These limitations re- 
quire that units be capable of burning bunker C fuel, that the installation be 
guaranteed for 1 year, that a high thermal efficiency be obtained, that the exist- 
ing machinery in the Liberty ship be retained wherever possible in order to limit 
the conversion costs, and that the unit develop 6,000 shaft horsepower. The 
manufacturers were further advised that upon receipt of their proposals a com- 
plete evaluation would be made, and that if Congress appropriated the funds, 
a contract would be negotiated on the basis of cost, reliability, weight and space 
considerations, simplicity of operation, minimum maintenance, and operational 
flexibility. 

These inquiries evoked considerable interest in the industry and in May 1954 the 
Maritime Administration received proposals from 11 companies, many of whom 
included several propositions entailing various refinements to the gas turbine 
cycle. Three major types of gas turbines were offered, numely, open cycle gas 
turbine, closed cycle gas turbine, and free piston generator-gas turbine. Several 
types of transmissions were offered including electric drive, reversing reduction 
gears, double reduction gears with controllable pitch propeller, and gas turbines 
with and without reversing elements. The manufacturers submitting proposals 
are as follows: 

Westinghouse Electric Corp., Lester, Pa. 

Nordberg Manufacturing Co., Milwaukee, Wis. 

The Cooper Bessemer Corp., Mount Vernon, Ohio 

Clark Bros. Co., Olean, N. Y. 

Baldwin-Lima-Hamilton Corp., Hamilton, Ohio 

Fredric Flader, Inc., North Tonawanda, N. Y. 

General Motors Corp. 

Cleveland diesel engineering division, Cleveland, Ohio 

General Electric Co., Schenectady, N. Y. 

Elliot Co., Jeanette, Pa. 

Packard Motor Co., Detroit, Mich. 

Mercier Development, Inc., New York, N. Y. 

A. Open cycle gas turbine propulsion unit.—An evaluation board consisting of 
industry and Government members was appointed by the Maritime Administrator 
and all the proposals were submitted to this board for study and evaluation. On 
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the basis of the aforementioned requisites, this board recommended the first gas 
turbine propulsion unit to be the open cycle type with double reduction gear and 
controllable pitch propeller as proposed by the General Electric Co. of Sche- 
nectady, N. Y. This company has had cousiderable experience in the con- 
struction and operation of this type of unit for locomotive, gas pipeline, and 
stationary powerplant service. This propulsion plant will have a normal rating 
of 6,000 shaft horsepower and will be the largest installed unit in the field of 
marine propulsion. 

Attachment “C” illustrates this gas turbine cycle. The incoming air is lead 
to the compressor C of the gas turbine and it is compressed to about 80 pounds 
pressure. The air is then heated by passing through a heat exchanger R, 
commonly called a recuperator. The recuperator is essentially a series of finned 
plate with the hot exhaust gases passing on one side and the air to be heated on 
the other. The hot air is lead from the recuperator to fuel oil burners called 
combustors. The fuel used in this case is No. 6 or bunker C. The flame pro- 
duced in these combustors is directed at two independent turbine wheels T, the 
first of which drives the compressor and the second turbine wheel drives the 
ship’s propeller through a reduction gear. ‘To complete the cycle, the exhaust 
gases are lead through the recuperator R which heats up the compressed air and 
then to the atmosphere through a waste heat boiler W which provides small 
quantities of steam for heating, galley, and miscellaneous purposes. The blades 
of the controllable pitch propeller P may be reversed to obtain astern power for 
the ship. The pitch settings of this type of propeller are infinite between the 
full ahead and full astern limits and determination of optimum settings for all 
conditions of operation can be obtained. 

On September 24, 1954, or less than a month after the appropriation of funds by 
Congress, a letter of intent was sent to the General Electric Co. for the purchase 
of a 6,000-horsepower, 2-shaft regenerative type open cycle gas turbine driving 
through a reduction gear. The price for the gas turbine and gear was $753,150 
with a delivery date of September 1955. On September 28, 1954, the S. Morgan 
Smith Co. of York, Pa., was awarded a contract for providing a controllable 
pitch propeller, special shafting and control systems for a price of $118,200 with 
delivery in July 1955. It is of considerable interest to know that the cost of 
the open cycle gas turbine as purchased is comparable with the cost of a geared 
steam turbine plant of similar power. 

In order to acquaint the industry as much as possible with these new develop- 
ments sponsored by the Maritime Administration, the firm of Gibbs & Cox, Inc., 
of New York, N. Y., was selected as design agents on September 24, 1954, to 
prepare the contract plans and specifications for all work ultimately to be done 
by the shipyard to accomplish this conversion. The estimated cost for the design 
agent is $84,000 with a fixed fee of $5,880. Gibbs & Cox, Inc., have been instructed 
to follow the general concepts of the turbine and diesel conversions to minimize 
actual modifications to the proposed ship and to retain existing cargo handling 
gear. These limitations have been imposed in order to accomplish the work 
within the budget limitations. The scheduled completion date of this design 
work is May 1955. 

B. Free piston generator-gas turbine propulsion unit—The evaluation board 
then made a second selection from the various gas turbine proposals for installa- 
tion in the fourth Liberty ship conversion and determined that the free piston 
generator-gas turbine combination proposed by Cleveland diesel engine division 
of the General Motors Corp., Cleveland, Ohio, offered the best possibilities. This 
type of propulsion equipment has exceptional possibilities for future application 
as ship power plants, since the required power can be obtained with various com- 
binations of gas generators and different size turbine units. This type of equip- 
ment has also considerable potential in mobilization planning since very little 
critical material is required due to the relatively low temperature operation, and 
can be manufactured on a mass production basis. The overall thermal efficiency 
of this type powerplant promises to better any existing conventional ship’s power- 
plants. 

Although the free piston principle is relatively new in the United States, it has 
been used extensively in Burope, both in air compressors and gas generators. 
The General Motors Corp. free piston engines designed on the basis of original 
Pescara patents by SIGMA of France (Societe Industrielle Generale de Mecanique 
Appliquee) will be used in combination with Alsthrom turbines. SIGMA has had 
successful experience in installations of this type in powerplants ashore and in a 
limited number of propulsion plants on both merchant and naval vessels. There 
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is no similar service experience with the free piston gas turbine propulsion ma- 
chinery by manufacturers in the United States. The Office of Ship Construction 
and Repair considers this an ideal opportunity and an example of how American 
industry should adopt those European developments which may have merit. 

The award of contract was therefore made by letter of intent, dated October 6, 
1954, to Cleveland diesel engine division of General Motors Corp. for the propul- 
sion plant consisting of 6 free piston generators, 2 gas turbines with astern 
elements, reduction gear and miscellaneous controls and auxiliary equipment. 
The contract price is $1,228,725, with a scheduled delivery in January 1956. 

Attachment “D” illustrates the operating cycle of free piston gas generators 
combined with a gas turbine or turbines. The free piston engine or gas generator 
has two opposing pistons in a single power cylinder as illustrated. The crank- 
shaft, connecting rods, and bearings of the diesel engine are eliminated. Com- 
bustion proceeds in the cylinder on the two stroke diesel cycle and useful power 
is produced by the exhaust gases which drive the turbine before being discharged 
to the atmosphere. 

In this cycle the engine is started by admission of compressed air into the 
cushion cylinders which drives the diesel pistons toward each other compressing 
air in the combustion cylinder. Fuel is injected into the combustion cylinder at 
the proper point and is ignited by the heat of compression. The resulting expan- 
sion drives the pistons apart compressing air in the cushion cylinders which 
serves to halt the outward movement and return them for the next compression 
stroke, and at the same time compresses air in the compressor cylinder which 
scavenges the diesel cylinder and charges it with fresh air for the next cycle. 
The exhaust gases from this operation pass from the free piston engines A at 
moderate pressure and temperature through suitable piping to the gas turbines B 
which transmit power via reduction gear C to the propeller. The spent gases are 
exhausted to the atmosphere from the turbine through the ship’s stack. Astern 
operation of the vessel is obtained through throttle valves to direct the gases 
to astern stages buil into the urbine casings. 

A second design agent, J. J. Henry Co., Inc., of New York, N. Y., was awarded 
a contract on September 22, 1954, for the development and preparation of con- 
tract plans and specifications covering the installation of the free piston generator- 
gas turbine propulsion unit and completion of the proposed Liberty ship conver- 
sion. Again, certain limitations were imposed on the design agent in order to 
accomplish the conversion within budget limitations. The estimated cost for 
this design work, which is scheduled for completion in April 1955, is estimated 
at $55,000 with a fixed fee of $3,850. 

Application of heavy fuel oil 

It is essential to note that we have specified that all of these conversions should 
have propelling machinery that is capable of operation on No. 6 fuel or bunker C, 
the most economical fuel available in all ports. This type of fuel is in common 
use for ships’ boilers but has had very little application to diesel engines or gas 
turbines in this country. Some effort has been made by European operators to 
use this cheaper fuel in diesel powered ships with good economic results. 

In these developments special emphasis is placed on the treatment and purifi- 
eation of fuel oil to minimize operational difficulties and to lower maintenance 
costs. We shall work under carefully controlled conditions, shall accumulate 
accurate data on fuel economy and demonstrate to American ship operators the 
economic advantages of heavy fuel operation in other than steam propulsion. 


SUMMATION 


It is extremely gratifying to advise that the industry is enthusiastic and whole- 
heartedly cooperative in this program. They understand the value of these con- 
versions and powerplant developments and have reflected this in the reason- 
ableness of their bids and proposals. We are confident that each dollar of the 
Government’s expenditure is receiving in return more than the usual value in 
engineering and manufacturing skill. 

The entire program, which encompasses a considerable magnitude of work, is 
progressing in an orderly and expeditious manner. The first ship will be sched- 
uled for operation in the summer of 1955 and the second ship in the late fall of 
1955. The two gas turbine conversions will be completed approximately 6 months 
after delivery of the propulsion plants. 
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The completion of the conversions and the conclusion of the trials and opera- 
tional tests will demonstrate the following: 

1. Feasibility of further conversions of Liberty ships. 

2. Manner in which conversions can be made most economically. 

3. Types of propulsion plants to be used for future conversions. 

4. Feasibility and economics of using gas turbine powerplants in our 
future construction. 

5. Practical application of proposed modifications to cargo-handling equip- 
ment for future installation. 

Legislation is being proposed to permit the Maritime Administration to operate 
these ships upon their completion. It is the intent to place these conversions 
in the hands of competent United States flag operators. It is further considered 
desirable to assign these ships in pairs, that is the steam turbines and diesel con- 
versions for comparison of cargo gear, and the two gas turbine conversions for 
comparison of propulsion plants, so that the ships will compete against each 
other under similar operating conditions in the same trade. This approach will 
permit not only proper evaluation, but will also have the effect of disseminating 
information directly to the operators of our merchant marine. 
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ATTACHMENT “D" 
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SCHEMATIC ARRANGEMENT OF PROPULSION PLANT 








